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PREFACE
This publication is the twenty-fourth in a series produced by the Institute’s staff through use 
of the Institute’s National Automated Accounting Research System (NAARS). Earlier publica­
tions in the series are listed on the inside cover of this publication.
The purpose of the series is to provide interested readers with examples of the application of 
technical pronouncements. It is believed that those who are confronted with problems in the 
application of pronouncements can benefit from seeing how others apply them in practice.
It is the intention to publish periodically similar compilations of information of current inter­
est dealing with aspects of financial reporting.
The examples presented were selected from over eight thousand annual reports stored in the 
NAARS computer data base.
This compilation presents only a limited number of examples and is not intended to encom­
pass all aspects of the application of the pronouncements covered in this survey. Individuals with 
special application problems not illustrated in the survey may arrange for special computer 
searches of the NAARS data banks by contacting the Institute.
The views expressed are solely those of the staff.
George Dick
Director, Technical Information Division
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SCOPE AND PURPOSE OF THE SURVEY
REQUIREMENTS OF STATEMENT 52
In December 1981 the Financial Accounting Standards Board issued Statement of Financial 
Accounting S t a n d a r d s - 52, “Foreign Currency Translation.” Statement No. 52 changes the 
manner of accounting for foreign currency transactions and the translation of foreign currency 
financial statements from that specified in Statement No. 8. The principal difference between the 
two Statements is that Statement No. 52 introduces the notion of functional currency and requires 
translation at the current exchange rate instead of a combination of current and historical rates.
Statement No. 52 must be adopted for fiscal years beginning on or after December 15, 1982, 
although earlier adoption is encouraged. Enterprises that adopt the Statement for a fiscal year 
ending on or before March 31, 1982 are required to disclose certain information in the year of 
adoption that is not required to be disclosed by enterprises that adopt the Statement for a fiscal 
year ending on a later date.
Statement No. 52 is reproduced in the appendix to this survey.
SOURCE OF ILLUSTRATIONS
Accounting for foreign currency transactions and translating foreign currency financial 
statements in accordance with Statement No. 52 requires considerable judgment. An accountant 
who is confronted with problems in applying the Statement can benefit from learning how other 
accountants are applying it in practice. Accordingly, this publication presents excerpts from 
recently published financial statements that illustrate its application in the initial year of adoption. 
The initial year in all the examples is earlier than the initial year required by the Statement.
The AICPA National Automated Accounting Research System (NAARS) was used to com­
pile the information. The 103 examples presented were selected from more than 8,000 published 
annual reports to shareholders stored in the computer data base.
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TRANSACTION GAINS AND LOSSES AND 
TRANSLATION ADJUSTMENTS
Transaction gains and losses occur under Statement No. 52 as a result of holding receivables 
and payables denominated in a currency other than the functional currency while the exchange 
rate changes. Transaction gains and losses of certain types must be included in the calculation of 
net income in th e  period of the rate change. The Statement allows the amount of the gain or loss to 
be disclosed in the income statement or in the notes.
Translation adjustments occur under Statement No. 52 as a result of the translation into a 
reporting currency of the financial statements of a subsidiary or entity accounted for by the equity 
method that are stated in a foreign functional currency. Translation adjustments must be 
excluded from the calculation of net income and accumulated in a separate component of equity 
together with certain types of transaction gains and losses. An analysis of the changes in the 
equity component during a period is required to be presented in a separate financial statement, in 
the notes to the financial statements, or as a part of a statement of changes in equity.
Enterprises included in NAARS that have adopted Statement No. 52 have presented seven 
types of information pertaining to transaction gains and losses and translation adjustments ac­
counted for in conformity with the Statement:
•  Translation adjustments component of equity
•  Changes in the equity component
•  Description of the accounting required under Statement No. 52 compared with Statement 
No. 8
•  Amount of transaction and/or translation gains and losses included in net income and 
disclosed in the income statement
•  Amount of transaction and/or translation gains and losses included in net income and 
disclosed in the notes
•  Effects on the statement of changes in financial position
•  Exposure to the risk of exchange rate changes
Sixty-five examples are presented below of those types of information.
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EQUITY COMPONENT
AMERICAN STANDARD INC.
Balance Sheet
at December 31,
1981 1980 1979
Stockholders’ equity 
7% Preferred Stock
• •  •  •
1,403 1,458 1,545
Common Stock 27,159 27,083 13,751
Capital surplus 87,921 86,512 114,850
Retained earnings 559,112 507,428 424,359
Foreign currency translation effects (17,436) 25,263 41,615
Total stockholders’ equity 658,159 647,744 596,120
AMP INCORPORATED AND PAMCOR, INC.
Combined Balance Sheets
December 31,______1981_________1980
• •  •  •
Shareholders’ Equity:
AMP Incorporated—Common stock 12,480 12,480
Pamcor, Inc.—Common stock 20 20
Other capital 25,755 3,729
Cumulative translation adjustments (11,633) 7,876
Retained earnings_______________________________________________ 679,426______587,815
706,048 611,920
Less—Treasury stock, at cost____________________________________ 45,538_______34,270
_____ Total Shareholders’ Equity____________________________________ 660,510______ 577,650
BUTLER MANUFACTURING COMPANY 
Consolidated Balance Sheets
at December 31 1981 1980
•  •  •  •
Shareholders’ Equity:
Common stock 12,622,500 12,622,500
Additional paid-in capital 832,494 915,779
Retained earnings 164,951,276 156,089,836
178,406,270 169,628,115
Foreign currency translation adjustments: 
Cumulative adjustment as of January 1, 1981 (321,886) _
Adjustment for year ended December 31, 1981 (808,991) —
Less cost of common stock in treasury 14,567,418 11,494,181
Total shareholders’ equity 162,707,975 158,133,934
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DANA CORPORATION
Details of Shareholders’ Equity
December 31 August 31
1981 1980 1979
Shareholders’ Equity 
Common stock 
Additional paid-in capital 
Retained earnings
• • • •
$ 37,221 
234,920 
782,759
$ 36,456 
215,963 
742,443
$ 36,676 
222,631 
700,697
Less—
Cost of common shares held in treasury 
Deferred translation adjustments
1,054,900
35,262
16,354
994,862
35,055
960,004
24,145
51,616 35,055 24,145
$1,003,284 $959,807 $935,859
THE DEXTER CORPORATION
Statement of Financial Position
December 31 1981 1980 1979
Shareholders’ equity 
Preferred stock 
Common stock 
Additional paid-in capital 
Retained earnings 
Currency exchange effects
• • • •
9,244
19,886
145,025
(8,781)
9,185
18,968
128,249
9,167
18,760
111,706
Total shareholders’ equity 165,374 156,402 139,633
THE EASTERN COMPANY 
Consolidated Balance Sheets 
January 2, 1982 and January 3, 1981
1981 1980
Shareholders’ Equity—
Common Stock.............................................
Capital surplus.............................................
Retained earnings........................................
Accumulated foreign currency translation
adjustments (deduction)...........................
Total Shareholders’ Equity.............................
11,340,740 11,340,740
88,956 88,956
11,270,513 11,118,490
(21,825) —
22,678,384 22,548,186
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THE GOODYEAR TIRE & RUBBER COMPANY
Consolidated Balance Sheet •
December 31,
• • •  •
Shareholders’ Equity:
1981 1980
Preferred stock, no par value................................................. ...........  — —
Common stock, no par value................................................... ........ 58,116 57,807
Capital surplus......................................................................... ........ 230,574 225,062
Retained earnings.................................................................... ........ 2,186,512 2,019,631
2,475,202 2,302,500
Foreign currency translation adjustment.............................. ........ (99,769) —
Total Shareholders’ Equity................................................. ........ 2,375,433 2,302,500
GROLIER INCORPORATED
Consolidated Balance Sheet
December 31 1981 1980
• • •  •
Series A cumulative preferred stock 
Common stockholders’ deficiency:
35,659 35,659
Common stock 5,299 5,299
Capital surplus 37,254 37,254
Accumulated foreign currency translation adjustments (12,648) 391
Deficit (36,297) (50,153)
Total common stockholders’ deficiency (6,392) (7,209)
THE MONARCH MACHINE TOOL COMPANY
Consolidated Balance Sheet 
December 31, 1981 and 1980
1981 1980
• • •  •
Shareholders’ Equity 
Preferred stock 61,970 64,095
Common stock 5,600,000 5,600,000
Earnings reinvested in the business 66,180,477 50,120,054
Translation adjustments (1,679,258)
70,163,189 55,784,149
THE SUPERIOR ELECTRIC COMPANY
Consolidated Balance Sheet 
December 31 1981 1980
• • • •
Stockholders’ equity:
Preferred stock..................................................................................  — —
Common stock.......................................................................................  2,460,000 2,458,000
Paid-in capital.................................................................................... 13,593,000 13,571,000
Earnings invested in the business.....................................................  6,174,000 5,957,000
Equity adjustment from foreign currency translation.................. (174,000) 180,000
22,053,000 22,166,000
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UNION SPECIAL CORPORATION
Consolidated Balance Sheets
Jan 3, Dec 28
1982 1980
• •  •  •
Stockholders’ Equity:
Common stock............................................................................
Capital in excess of par value...................................................
Retained earnings.....................................................................
Currency translation adjustments...........................................
.......... 2,850,000
.......... 16,024,000
.......... 73,487,000
.......... 249,000
2,850,000
16,024,000
76,710,000
3,309,000
92,610,000 98,893,000
Less treasury stock, at cost..................................................... .......... 432,000 311,000
Total stockholders’ equity..................................................... ..........  92,178,000 98,582,000
UNITED TECHNOLOGIES CORPORATION
Consolidated Balance Sheet 
December 31, 1981 and 1980
1981 1980
• •  •  •
Shareowners’ Equity:
Capital Stock:
Preferred Stock $ 751,227 $ 854,616
Common Stock 1,058,729 678,591
Deferred foreign currency translation adjustments (60,047) —
Retained earnings 1,462,602 1,201,646
Total Shareowners’ Equity $3,212,511 $2,734,853
VF CORPORATION
Consolidated Balance Sheets
January 2 January 3
1982 1981
(Restated)
• • •  •
Shareholders’ Equity
Common Stock................
Additional paid-in capital 
Translation component...
Retained earnings...........
EQUITY COMPONENT CHANGES
8,085,000
26,013,000
(4,028,000)
212,353,000
242,423,000
8,074,000 
25,770,000
1,906,000
177,107,000
212,857,000
ALBANY INTERNATIONAL CORP.
Notes to Financial Statements
Translation Adjustments
FAS 52 requires disclosure of translation effects on shareholders’ equity and changes in financial 
position. Changes in shareholders’ equity were as follows (in thousands):
Translation adjustments, beginning of year $
Current year translation adjustments:
Translation of non-U.S. financial statements (12,503)
Gains on designated economic hedges
Income taxes________________________________________________________ ________82_
Translation adjustments, end of year $(11,975)
• •  •  •
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AMERICAN STANDARD INC. 
Notes to Financial Statements
Note 2 Foreign Currency Translation Effects• • • •
The weakening of foreign currencies during 1981 resulted in a reduction in stockholders’ equity 
from translation adjustments of $43 million, most of which was attributable to translation of inven­
tories and facilities. • • • •
APPLIED MAGNETICS CORPORATION
Notes to Financial Statements
10. Translation of Foreign Currencies
• • • •
An analysis of the cumulative translation adjustment (on which no deferred income taxes were 
provided) included in the Shareholders’ Investment Balance is as follows:
Cumulative Translation Adjustment, September 30, 1980 $ 143,548
Aggregate Translation Adjustment during 1981 (432,019)
Cumulative Translation Adjustment, September 30, 1981 $(288,471)
• • • •
BORG-WARNER CORPORATION
Notes to Financial Statements
Currency Translation Adjustment
• • • •
Following is an analysis of the change in the currency translation adjustment from January 1, 
1981.
(millions of dollars) ________________________________________________________ 1981
Currency translation adjustment at January 1 $ 15.8
Current translation adjustments and net asset hedges (26.7)
Amounts allocated to income tax liabilities (3.1)
Currency translation adjustment at December 31 $(14.0)
BUTLER MANUFACTURING COMPANY
Notes to Financial Statements
Accounting Changes
• • • •
Resulting translation adjustments are recorded as a separate component of Shareholders’ Equity 
rather than earnings. The cumulative adjustment decreased equity at January 1, and December 31, 
1981 by $321,886 and $1,130,877, respectively, or an aggregate decrease in equity during 1981 of 
$808,991.
COLGATE-PALMOLIVE COMPANY
Notes to Financial Statements
2. Accounting Changes:
• • • •
The following is an analysis of the changes during 1981 in the separate component of equity for 
cumulative translation adjustments:
8
Thousands of Dollars
Balance, January 1, 1981 $ 5,763
Aggregate translation adjustments (81,953)
Balance, December 31, 1981 $(76,190)
THE DEXTER CORPORATION
Financial Review
Currency Exchange Effects
• • • •
Currency effects reduced shareholders’ equity in 1981 by $7,101,000, comprised of $7,941,000 
translation and transaction effects less a related $840,000 tax benefit. A cumulative currency adjust­
ment resulting from adoption of the new practices as of January 1, 1981 reduced shareholders’ equity 
by $1,680,000.
THE EASTERN COMPANY
Notes to Financial Statements
Note H—Change in Accounting for Foreign Currency Translation
• • • •
An analysis of accumulated translation adjustments component of shareholders’ equity for the 
year ended January 2, 1982 follows:
Adjustment from restating asset and liability balances as of 
January 4, 1981, to apply the current rate method of translation 
Aggregate translation adjustment for the year
Balance at end of the year
ELI LILLY AND COMPANY
Notes to Financial Statements
Note I. Currency Translation Adjustments
Following is an analysis of currency translation adjustments reflected in shareholders’ equity:
(Thousands)
Balance (negative amount) at January 1, 1981.............................................................. $ (5,708)
Translation adjustments and gains and losses from
hedging and intercompany transactions...................................................................... (40,712)
Allocated income taxes.....................................................................................................  757
Balance at December 31, 1981 $(45,663)
$17,543
4,282
$21,825
FRANKLIN ELECTRIC CO., INC.
Notes to Consolidated Financial Statements
1. Accounting Change
• • • •
Consolidated translation adjustments for the year ended January 2, 1982 are as follows: 
_______________________________________________________________________(In thousands)
Translation adjustments, beginning of year...................................................................  $ 73
Current year adjustments................................................................................................  (395)
Translation adjustments, end of year.............................................................................  $(322)
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JOHNSON & JOHNSON
Notes to Financial Statements
Note 3. Foreign Currency Translation
• • •  •
An analysis of the changes during 1981 in the separate component of Stockholders’ Equity for 
cumulative currency translation adjustments follows:
(Dollars in Millions)___________________________________________________________ 1981
Cumulative currency translation adjustments at December 29, 1980 $ (5.0)
Translation adjustments and gains and losses from certain hedges 
and intercompany balances (78.6)
Income taxes allocated to translation adjustments and hedges_________________________ (2.1)
Cumulative currency translation adjustments at January 3, 1982_____________________ $(85.7)
MINE SAFETY APPLIANCES COMPANY
Notes to Consolidated Financial Statements
Note 2 Restatement of Financial Statements—Foreign Currency Translation
• •  •  •
Net assets as of January 1, 1979 have been increased $640,000. This adjustment consists of 
accumulated translation gains of $883,000, primarily related to fixed assets, taken directly to the 
separate equity account, and a charge of $243,000 to earnings retained in the business for increased 
deferred income taxes. Currency translation adjustments taken directly to the equity account were 
gains of $2,248,000 in 1979, and losses of $1,321,000 in 1980 and $6,322,000 in 1981.
• •  • •
THE MONARCH MACHINE TOOL COMPANY
Notes to Financial Statements
Foreign Currency Translation (Accounting Change):
• •  •  •
Translation adjustments are as follows:
Balance, beginning of year resulting from adoption of FASB No. 52 $ 208,227
1981 translation adjustment_______________________________________________(1,887,485)
Balance, end of year _______________________________________________  $(1,679,258)
The components of the 1981 translation adjustment are as follows:
Property, plant and equipment decreases
Working capital decreases_______________________________
$ 976,282 
911,203
$1,887,485
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n a t io n a l  d is t il l e r s  a n d  c h e m ic a l  c o r p o r a t io n
Consolidated Statement of Common Stockholders’ Equity 
(dollar amounts in millions except for per share data)
Common Stock
Authorized—70,000,000 shares—Par value $2.50 per share
1981 1980 1979
Shares Amount Shares Amount Shares Amount
Outstanding at beginning of year 31,933,209 $ 203.2 31,313,114 $186.9 31,046,556 $179.3
Issued on conversion of debentures 79,835 2.0 404,418 10.1 231,979 5.8
Issued under employees stock option plan 
Sold to employees’ savings and
4,445 .1 43,881 1.3 5,465 .1
stock purchase plans 181,284 4.6 156,169 4.4 44,382 .9
Sold to dividend reinvestment plan 
Excess of par or stated value over cost of
86,689 2.2 15,627 .4
preferred and preference stock 
reacquired .2 .1 1.2
Restricted shares returned (15,268) (.4)
Outstanding at end of year 32,285,462 212.3 31,933,209 203.2 31,313,114 186.9
Retained Earnings 
Balance at beginning of year 744.5 714.0 642.4
Net income for the year 
Dividends paid
136.7 103.3 135.8
$100 Preferred—$4.25 per share (.4) (.4) (.4)
$50 Preferred—$2.25 per share (.2) (.2) (.2)
$1.85 Preference
Common—$2.20 per share 1981;
(8.8) (8.8) (9.3)
$2.00 per share 1980; $1.80 per share 1979 (70.6) (63.4) (53.8)
By pooled company (.5)
Balance at end of year 801.2 744.5 714.0
Unrealized Foreign Currency Adjustments
Adjustment to state all foreign currency
assets and liabilities using exchange rates 
in effect as at the beginning of 1981 (4.2)
Unrealized losses during the year (2.1)
Balance at end of year (6.3)
Common stockholders’ equity $1,007.2 $947.7 $900.9
Notes to Financial Statements
Note 6—Foreign Operations
• • • •
As a result of applying Standard No. 52, common stockholders’ equity as at the beginning of 1981 
has been reduced by $4.2 million representing adjustment of the following accounts:
Decrease inventories $(3.1)
Decrease property, plant & equipment, net (1.6)
Decrease deferred income taxes .1
Increase investments in associated companies .4
$(4.2)
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NBD BANCORP INC.
Notes to Financial Statements
3. Foreign Currency Exchange and Translation
• • • •
As noted in the Consolidated Statement of Shareholders’ Equity, implementation of the revised 
accounting method necessitates a transfer as of January 1, 1981 from Retained Earnings and deferred 
tax liability to a separate component of shareholders’ equity. Such transfer reflects the cumulative 
effect of applying the revised method to years prior to 1981 and is attributable principally to transla­
tion of foreign entity financial statements. The total adjustment as of January 1, 1981 of $3,353,000 
consists of a transfer of $3,155,000 from Retained Earnings for net translation gains previously 
recognized as earnings and $198,000 from deferred tax liability.
An analysis of the changes during 1981 in the separate component of shareholders’ equity for 
Accumulated Translation Adjustment follows:
1981
(in thousands)
Balance, beginning of year as restated for cumulative effect of adopting Statement
No. 52, net of accumulated deferred tax charges of $2,532,000..............................  $ 3,353
Aggregate translation loss for the year, net of income tax benefit of $819,000 ........  (3,401)
Translation amounts realized and included in income................................................... ..........(346)
Balance, at end of year net of accumulated deferred tax charges of $1,713,000.......  $ (394)
• • • •
RANSBURG CORPORATION
Notes to Financial Statements
Note K—Foreign Currency Translation
• • • •
An analysis of the cumulative translation adjustment account follows:
Year Ended November 30
1981 1980 1979
Balance, beginning of year $2,637
(In Thousands) 
$1,485 $3,428
Translation adjustment for the period, net of 
income taxes of $95 in 1981 (2,157) 1,152 (1,943)
Balance, end of year $ 480 $2,637 $1,485
RECOGNITION EQUIPMENT INCORPORATED
Notes to Financial Statements
Note 2: Accounting Change
• • • •
The change in the amount of translation adjustments during 1981 was as follows (in thousands):
Balance, as calculated, at November 1, 1980 $ (365)
Translation adjustments for the year___________________________________________ (1,714)
Ending balance at October 31, 1981____________________________________________$(2,079) *•
THE TRANE COMPANY
Notes to Consolidated Financial Statements
Note 1. Change in Accounting for Foreign Currency Translation
• • • •
The cumulative translation adjustment included in shareholders’ equity aggregated $4,269,000 at 
December 31, 1981, of which $3,368,000 was applicable to the year 1981.
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UNITED TECHNOLOGIES CORPORATION
Notes to Financial Statements
Note 2 Accounting Changes: • • • •
The portion of the net exchange losses deferred as a component of Shareowners’ Equity in 1981, 
which would have been charged against income under the previously effective Financial Accounting 
Standard, amounted to $42,706,000, net of income tax effects, equivalent to $.86 primary earnings per 
common share, or $.66 per share on a fully diluted basis.
• • • •
VF CORPORATION
Notes to Financial Statements
Note K—Change in Accounting for Foreign Currency Translation
• • • •
Adoption of Statement No. 52 also resulted in establishing a cumulative translation adjustments 
account that increased shareholders’ equity by $397,000 at December 31, 1978. Aggregate changes to 
the translation component of shareholders’ equity resulting from translation adjustments for the fiscal 
years ended December 29,1979, January 3 ,  1981 and January 2, 1982 were $1,898,000, ($389,000) and 
($5,934,000), respectively.
VITRAMON, INCORPORATED
Notes to Financial Statements
Note 12—Foreign Currency:
The opening translation adjustment at December 28, 1980 is composed of the effect arising from 
current rate translation of those accounts that were translated at historic rates under FAS 8.
Inventory 
Net plant
Investments and other assets 
Total current 
Total historic
Opening balance adjustment
Translated at
Historic Rates Current Rates
$ 112,495 
2,389,245 
302,648
$ -  
$2,804,388
$ 116,645 
2,312,485 
310,023
$2,739,153
$2,804,388
$ (65,235)
The following summarizes the activity in the translation adjustment account:
Balance, December 28, 1980 
Exchange rate changes 
Balance, December 26, 1981
• • • •
$ (65,235) 
(475,854)
$ (541,089)
DESCRIPTION OF ACCOUNTING
AMERICAN STANDARD INC.
Notes to Financial Statements
Note 1 Accounting Policies
• • • •
Translation of Foreign Financial Statements
• • • •
In accordance with FAS No. 52, the Company no longer uses historical exchange rates for 
facilities, inventories, and the related expenses. Instead, assets and liabilities of most foreign opera­
tions are translated at year-end rates of exchange, and the income statements are translated at the 
average rates of exchange for the year.
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Gains or losses resulting from translating foreign currency financial statements are accumulated 
in a separate component of stockholders’ equity until the entity is sold or substantially liquidated. 
Gains or losses resulting from foreign currency transactions (transactions denominated in a currency 
other than the entity’s local currency) are generally included in net income.
For operations in Brazil, which is considered to have a highly inflationary environment, inven­
tories and facilities continue to be translated at historical rates in the same manner as in prior years, 
with translation gains or losses included in net income.• • • •
Note 2 Foreign Currency Translation Effects
Stockholders’ equity now includes an account that comprises translation gains or losses, previ­
ously included in net income under FAS No. 8, and the effect of translating non-monetary accounts, 
principally inventories and facilities at the year-end exchange rate rather than historical rates.
• • • •
AMP INCORPORATED AND PAMCOR, INC.
Notes to Combined Financial Statements
1. Summary of Accounting Principles
• • • •
Translation of International Operations—
• • • •
For those international operations whose cash flows are primarily in their local currency, FAS 
No. 52 requires the translation of all assets and liabilities at each balance sheet date into U.S. dollars 
using current rates of exchange. The resulting translation adjustments are accumulated in a special 
component of Shareholders’ Equity. The results of operations are translated at average exchange 
rates for the period. Most of the Company’s international operations are accounted for in this mode.
Certain international operations in hyperinflationary economies, whose operating results and 
financial position are distorted when translated into U.S. dollars using current rates of exchange 
exclusively, and others whose cash flows are primarily in U.S. dollars, were only slightly impacted by 
the accounting change. For these operations FAS No. 52 essentially continues the previous historical 
U.S. dollar-oriented translation method and continues to include translation adjustments in the re­
sults of operations. • • • •
THE DEXTER CORPORATION
Financial Review
Currency Exchange Effects
In 1981 the company adopted Financial Accounting Standard No. 52 covering the translation of 
financial statements of international operations. Accordingly, income statements are translated to 
U.S. dollars using average currency exchange rates in effect during the period, and financial position 
balances are translated using spot rates as of the end of the accounting period. Currency effects 
resulting from translation of financial statements of international operations and certain currency 
transaction gains and losses and related income tax effects, which under prior accounting practice 
distorted the consolidated statement of income, are now included directly in shareholders’ equity.
• • • •
FRANKLIN ELECTRIC CO., INC.
Notes to Consolidated Financial Statements
1. Accounting Change
• • • •
Under SFAS 52, assets and liabilities of certain foreign subsidiaries are translated into United 
States dollars at year-end rates of exchange and income and expenses are translated at average rates 
during the year. Translation gains and losses are included as a component of shareowners’ equity. For 
the years prior to 1981 the accounts of foreign subsidiaries were translated into United States dollars 
as follows: (1) monetary assets and liabilities at year-end rates of exchange; (2) all other assets, 
including depreciation, and liabilities at historical rates; and (3) income and expenses at average rates 
during the year. Prior to 1981 translation gains and losses were included in net earnings.
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The translation adjustment at the beginning of the year represents the effect of translating 
inventories, net fixed assets and certain liabilities at the then current rate of exchange as compared to 
the historical rate. The current year adjustments represent principally the effect of changes in the 
current rate of exchange from the beginning of the year to the end of the year in translating the net 
assets. No income taxes are provided on the translation gains or losses as the Company does not 
expect that they will be realized.
NATIONAL DISTILLERS AND CHEMICAL CORPORATION
Notes to Financial Statements
Note 6—Foreign Operations
• • • •
Under Standard No. 52 all elements of the financial statements are translated into U.S. dollars 
using current exchange rates with translation adjustments accounted for as an increase or decrease of 
stockholders’ equity. Under the prior accounting standard, certain accounts designated as “non­
monetary” (principally inventories, fixed assets and depreciation) were translated into dollars at 
historic exchange rates with other accounts translated at the current exchange rate; resultant transla­
tion adjustments were charged or credited to income. The nonmonetary accounts of the Brazil and 
Argentine operations continue to be translated by reference to historic U.S. dollar amounts because of 
the highly inflationary economies of those countries. Translation adjustments with respect to these 
latter operations continue to be charged to income. •  •  •  •
TOKHEIM CORPORATION
Notes to Financial Statements
5. Foreign Currency Translation Adjustments
• • •  •
The translation adjustment at the beginning of the year represents the effect of translating net 
fixed assets at the then current rate of exchange as compared to the historical rate. The current year 
adjustments represent principally the effect of changes in the current rate of exchange from the 
beginning of the year to the end of the year in translating the net assets, excluding certain intercom­
pany liabilities of foreign subsidiaries. No income taxes are provided on the translation gains or losses 
as the company does not expect that they will be realized.
UNION SPECIAL CORPORATION
Notes To Consolidated Financial Statements
B. Change in Accounting Policy—Foreign Currency Translation:
• • • •
Management has determined that the functional currency of each of the Company’s subsidiaries is 
the local currency of the country in which that subsidiary operates, and therefore under SFAS No. 52, 
all elements of financial statements are translated to U.S. dollars using the current rate. For assets 
and liabilities the exchange rate at the balance sheet date is used; for revenues, expenses, gains and 
losses a weighted average of current rates for the period reported is used. Translation gains and losses 
are excluded from net earnings and instead are reported as a separate component of stockholders’ 
equity, whereas under Statement No. 8 such gains and losses were included in net earnings.
• • • •
UNITED TECHNOLOGIES CORPORATION
Notes to Financial Statements
Note 2 Accounting Changes:
Effective January 1, 1981 the Corporation adopted the provisions of Statement of Financial 
Accounting Standard No. 52, “Foreign Currency Translation,” which was issued in December 1981. In 
accordance with the Standard, assets and liabilities of most international subsidiaries have been 
translated at current exchange rates, and related revenues and expenses have been translated at 
average-for-the-year exchange rates. Translation losses relating to foreign subsidiaries which operate 
in highly inflationary economies have been charged against income in 1981, as in prior years. The 
aggregate effect of all other translation losses in 1981 calculated in the manner prescribed by FAS No. 
52, including the opening period adjustment, together with net gains from hedging exposed net asset 
positions and related tax effects, have been deferred as a separate component of Shareowners’ Equity, 
until sale or liquidation of the underlying foreign investments.
•  • •  •
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TRANSACTION AND/OR TRANSLATION GAINS AND LOSSES— INCOME STATEMENT
CUMMINS ENGINE COMPANY, INC.
Consolidated Statement of Earnings
Year ended December 31, 1981_________1980________ 1979
• • •  •
Earnings before foreign currency gains (losses)...........
Foreign currency gains (losses).......................................
Earnings before income taxes..........................................
•  •  •  •
101,881
40,980
142,861
14,983
(14,143)
840
94,974
(12,223)
82,751
DANA CORPORATION
Statement of Income
Year ended
December 31 
1981
August 31 
1980 1979
Net Sales
Equity in earnings of affiliates and other income 
Foreign currency adjustments
$2,711,080
58,061
(18,562)
$2,524,008
37,512
(11,518)
$2,761,135
28,302
(902)
2,750,579 2,550,002 2,788,535
• • • •
ELI LILLY AND COMPANY
Consolidated Statements of Income and Reinvested Earnings
Year Ended December 31 1981 1980 1979
• •  •  •
Operating Income 616,609 565,307 541,531
Other income (deductions):
Interest income.................................................................. 58,070 39,560 34,742
Interest expense............................................................... (22,174) (18,442) (11,474)
Foreign exchange losses................................................... (25,209) (14,008) (19,728)
Other—net ........................................................................ 18,694 17,924 14,108
Income Before Taxes 645,990 590,341 559,179
• • • •
EVEREST & JENNINGS INTERNATIONAL
Consolidated Statements of Earnings
________________Year Ended______________
December 27, December 28, December 30, 
1981 1980 1979
• • • •
Selling, general and administrative 35,318 30,963 25,828
Interest 1,673 3,132 1,739
Net unrealized (gain) loss on translation 
of foreign currencies (1,262) 389
134,244 132,034 109,987
Earnings from operations before taxes on
income and minority interest 8,823 15,082 13,883
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THE GOODYEAR TIRE & RUBBER COMPANY
Consolidated Statement of Income
Cost and Expenses:
Cost of goods sold............................
Selling, administrative and general
expense .......................................
Interest and amortization of debt
discount and expense..................
Plant closures and sale of facilities.
Foreign currency exchange...........
Minority interest in net income of 
foreign subsidiaries......................
Income before income taxes and 
extraordinary credit...............
Year ended December 31,
1981 1980 1979
• • • •
7,159,808 6,654,066 6,569,675
1,295,398 1,263,913 1,193,327
229,540 226,847 204,030
— (16,764) 60,594
20,258 7,429 40,075
12,847 11,089 6,457
8,717,851 8,146,580 8,074,158
479,636 351,537 256,945
• • • •
MINE SAFETY APPLIANCES COMPANY
Consolidated Statement of Income
Year Ended December 31 1981 1980 1979
• • •  •
Costs and expenses
Cost of products sold.................................................... 211,053 203,540 179,273
Selling, general and administrative............................ 71,076 65,846 57,786
Depreciation .................................................................. 6,333 5,579 4,999
Interest ......................................................................... 3,884 3,513 2,851
Foreign currency losses................................................ 739 387 785
293,085 278,865 245,694
Income before income taxes............................................ 36,603 30,418 27,320
• • • •
OVERSEAS SHIPHOLDING GROUP, INC.
Consolidated Statements of Income and Retained Earnings
For the Year Ended December 31,
1981 1980 1979
Operating Revenues:
Revenues from voyages—Note B .......................
Income from net investment in direct
........ $346,470,000 $285,028,000 $252,513,000
financing leases—Note L 2 ..............................
Equity in net income of 50%-owned
......... 16,347,000 13,515,000 12,295,000
companies—Note C ......................................... ......... 5,187,000 6,258,000 3,160,000
368,004,000 304,801,000 267,968,000
Operating Expenses:
Vessel and voyage—Note D................................
Depreciation of vessels and amortization
......... 171,370,000 129,084,000 111,415,000
of capital leases................................................ .......... 41,622,000 35,322,000 30,329,000
Agency fees—Note D ................................................... 11,563,000 7,543,000 6,493,000
General and admimistrative.............................. ......... 4,894,000 4,298,000 3,358,000
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Income from Vessel Operations......................................
Other Income (net), including unrealized
138,555,000 128,554,000 116,373,000
portion of foreign currency losses 
(no tax effect) of ($3,528,000) (1981),
($913,000) (1980) and ($2,727,000)
(1979)—Note J  .............................................................. 23,162,000 10,925,000 4,624,000
161,717,000 139,479,000 120,997,000
Interest Expense—principally long-term—
Note A 7 ......................................................................... 54,527,000 41,769,000 35,457,000
Income before Federal and foreign
income taxes.................................................................. 107,190,000 97,710,000 85,540,000
• •  •  •
TOKHEIM CORPORATION
Consolidated Statement of Earnings and Retained Earnings
for the years ended November 30, 1981, 1980 and 1979
1981 1980 1979
• • •  •
Sellling and administrative expenses............................. 27,219 25,802 17,798
Research and development expenses............................. 3,901 3,419 2,992
Interest expense............................................................... 1,719 1,374 1,013
Other income, n e t ............................................................. (638) (1,023) (672)
Foreign currency transaction (gains) losses................... 143 (14) (595)
32,344 29,558 20,536
Earnings before income taxes.......................................... 15,476 16,696 11,024
• • •  •
WM. WRIGLEY JR. COMPANY
Statement of Consolidated Earnings
Years ended December 31, 1981, 1980 and 1979
1981 1980 1979
• • •  •
Costs and expenses:
Cost of sales...................................................................
Selling, distribution, and general
319,835 288,480 252,488
administrative expenses........................................... 228,854 218,182 193,189
Unrealized foreign translation losses (gains)............. 7,008 (799) (2,077)
Interest expense............................................................ 1,664 3,066 1,946
Total costs and expenses................................................. 557,361 508,929 445,546
Earnings before income taxes.......................................... 55,708 51,074 63,084
• • • •
TRANSACTION AND/OR TRANSLATION GAINS AND LOSSES—NOTES
AMP INCORPORATED AND PAMCOR, INC.
Notes to Combined Financial Statements
4. International Operations
• • • •
As defined by Financial Accounting Standards Board Statement No. 52, foreign currency trans­
action losses after adjustment for income taxes to the extent appropriate, decreased net income by 
$4,818,000 (130 per share) in 1981, $389,000 (10 per share) in 1980 and $849,000 (20 per share) in 
1979.
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COLGATE-PALMOLIVE COMPANY
Notes to Financial Statements
2. Accounting Changes:
• • • •
Under this revised method, net losses of $8,633,000 resulting from foreign currency transactions 
have been included in 1981 net income. •  •  •  •
Net losses of $3,683,000 in 1980 and $1,634,000 in 1979 resulting from foreign currency translation 
have been included in net income. • • • •
GENERAL TELEPHONE & ELECTRONICS CORPORATION
Notes to Financial Statements
2 Foreign Currency Translation • • • •
Foreign currency transaction gains and losses increased (decreased) consolidated income from 
continuing operations as follows (in thousands of dollars):
Telephone operations 
Other operations
Consolidated
1981
$ 701
(16,784)
$(16,083)
1980
$ (317) 
(1,772)
$(2,089)
1979
$ 2,474
( 11,010)
$ (8,536)
JOHNSON & JOHNSON
Notes to Financial Statements
Note 3. Foreign Currency Translation
• • • •
Net currency transaction losses included in net earnings were $.7 million in 1981, $.1 million in 
1980 and $2.4 million in 1979.
• • • •
THE MONARCH MACHINE TOOL COMPANY
Notes to Financial Statements
Geographic Data:
• • • •
Exchange gains for transactions completed in 1981 amounted to approximately $92,000. Under 
FASB Statement No. 8, which was applicable to years prior to 1981, exchange losses of $98,000 and 
$251,000 were recognized in 1980 and 1979, respectively.
NATIONAL DISTILLERS AND CHEMICAL CORPORATION
Notes to Financial Statements
Note 6—Foreign Operations
• • • •
Unrealized foreign currency exchange adjustments charged or (credited) to income were $1.0 
million in 1981, $(.l) million in 1980 and $2.3 million in 1979.
NBD BANCORP, INC.
Notes to Financial Statements
3. Foreign Currency Exchange and Translation
• • • •
Aggregate gains (losses), net of the tax effect, included in net income were as follows:
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Gains (losses) arising principally from translation of:
1981 1980 1979
Financial statements of foreign entities.........................
Transactions conducted in foreign currencies...............
$249
(286)
(in thousands) 
$177 
60
$847
(69)
$ (37) $237 $778
•  •  •  •
Foreign exchange income, which includes the results of revaluations of foreign exchange posi­
tions, amounted to $2,898,000 in 1981, $2,777,000 in 1980 and $2,499,000 in 1979.
THE TRANE COMPANY
Notes to Consolidated Financial Statements
Note 1. Change in Accounting for Foreign Currency Translation
• • • •
Included in earnings before taxes for the year 1981 is $8,373,000 of foreign currency transaction 
losses computed in accordance with FAS-52.
• • • •
UNITED TECHNOLOGIES CORPORATION
Notes to Financial Statements
Note 2 Accounting Changes:
• • • •
After reflecting the adoption of FAS No. 52 for 1981, earnings were charged or credited with 
foreign exchange (losses) and gains of $(12,145,000), $1,480,000 and $(666,000) in 1981, 1980 and 1979, 
respectively.
• • • •
VITRAMON, INCORPORATED
Notes to Financial Statements
Note 12—Foreign Currency:
• • • •
Transaction exchange loss for 1981 was $342,529, which is included in Selling, general and admin­
istrative expense. Such amounts were not material in 1980 or 1979. •  •  •  •
EFFECT ON STATEMENT OF CHANGES IN FINANCIAL POSITION
ALBANY INTERNATIONAL CORP.
Notes to Financial Statements
Translation Adjustments
• • • •
The Statement of Changes in Financial Position was affected as follows (in thousands):
Cumulative translation adjustments $11,975
Long-term debt 666
Deferred taxes and other credits 3,231
Investment in associated companies (1,312)
Net fixed assets (5,282)
Effect of exchange rate changes $ 9,278
20
BORG-WARNER CORPORATION
Notes to Financial Statements
Currency Translation Adjustment
• • • •
The currency translation effect on working capital included in the Statement of Changes in 
Financial Position reflects the net effect of currency translation resulting from the application of 
FASB Statement 52 included in the 1981 balance sheet. The components of the net use of funds include 
a $20.5 million reduction in the net carrying value of property, plant and equipment, a $15.3 million 
reduction in long-term debt and a $14.0 million reduction in shareholders’ equity.
EXPOSURE TO RISK OF EXCHANGE RATE CHANGES
THE DEXTER CORPORATION
Financial Review
Currency Exchange Effects
• • • •
At December 31, 1981 the company’s net asset positions exposed to currency changes, expressed 
in local currencies and U.S. dollar equivalents, are shown in the adjacent table.
Net Asset Positions 
(Amounts in thousands)
Local
Currency
U.S.
Dollars
Pound sterling 4,500 $ 8,500
French franc 77,300 13,700
Deutsche mark 10,900 4,900
Netherlands guilder 4,900 2,000
Canadian dollar 1,500 1,300
Japanese yen 32,000 100
Australian dollar 1,300 1,400
New Zealand dollar 1,500 $ 1,200
SCOTT PAPER COMPANY
Financial Review Notes
International Affiliates
• • • •
International Affiliate Earnings—Scott’s Share
• • • •
Under FAS 52 the functional currency is considered to be the U.S. dollar in countries experienc­
ing cumulative inflation of approximately 100 per cent or more over a three year period. Countries 
experiencing such hyper-inflation, which includes all affiliates in Latin America and the affiliate in 
Korea, continue to be translated under a FAS 8-type method. In 1981 these affiliates experienced 
translation gains of $2,261,000 and losses of $5,114,000 from consuming higher valued inventory 
translated at prior exchange rates resulting in a net charge to income of $2,853,000. This compares to 
an exchange gain of $1,619,000 and a loss on inventories of $1,179,000 resulting in a net gain of 
$440,000 in 1980 when all affiliates were translated based on FAS 8. Under FAS 52, translation 
adjustments for all other affiliates are now reflected directly in shareholders’ equity and are not 
included in reported earnings.
• • • •
Earnings by geographic region are:
(Thousands)
Earnings Before 
Exchange
Exchange
Adjustments
Total
Earnings
1981
Europe $14,083 $ - $14,083
Far East 3,122 195 3,317
Latin America 11,226 2,066 13,292
Canada 5,283 — 5,283(1)
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III
EFFECTS OF CHANGING ACCOUNTING
An enterprise that adopts Statement No. 52 in a fiscal year ending on or before March 31, 
1982 is required to disclose the effect of the change in accounting on income before extraordinary 
items, net income, and related per share amounts for the year of the change. An enterprise that 
adopts the Statement in a fiscal year ending on a later date does not need to disclose that 
information.
In the year Statement No. 52 is adopted, an enterprise is permitted to restate the financial 
statements for previous years to make them conform with the Statement. If they are restated, 
they must disclose the effect on income before extraordinary items, net income, and related per 
share amounts for each fiscal year restated. If they are not restated, disclosure of income before 
extraordinary items and net income for previous years computed on a pro forma basis is permit­
ted.
Nineteen examples are presented below of the disclosure of the effects of a change in account­
ing from Statement No. 8 to Statement No. 52. In all examples, the fiscal year of the change ends 
before March 31, 1982. The examples are classified according to whether accounting information 
for previous years is restated and, if not, whether pro forma information is disclosed.
RESTATED
AMERICAN BRANDS, INC.
Notes Accompanying Financial Statements
Change in Method of Translating Foreign Currency Financial Statements
In 1981, the Company changed its method of translating foreign currency financial statements by 
electing early application of FASB Statement No. 52, Foreign Currency Translation, and restated 
consolidated financial statements for years prior to 1981.
• • • •
As a result of this change, net income for 1981 increased by $29,267,000 (54 cents per share), and 
decreased in 1980 and 1979 by $27,596,000 (51 cents per share) and $13,973,000 (26 cents per share), 
respectively. 23
AMERICAN STANDARD, INC.
Notes to Financial Statements
Note 1 Accounting Policies • • • •
Translation of Foreign Financial Statements
In December 1981, the Financial Accounting Standards Board issued Statement of Financial 
Accounting Standards No. 52, “Foreign Currency Translation” (FAS No. 52). The Company has 
elected to comply with this statement in 1981 and has chosen to restate prior periods to provide 
comparability (see Note 2).
• • • •
Note 2 Foreign Currency Translation Effects• • • •
The effect in 1981 of complying with the provisions of FAS No. 52 was to increase net income by 
$0.2 million ($0.01 per share), and reduce net income in 1980 and 1979 by $18.9 million ($0.69 per 
share) and $2.0 million ($0.07 per share). The following analysis summarizes the changes:
(Dollars in millions)
1981 1980 1979
Net income under FAS No. 8 $111.3 $156.9 $132.2
Net foreign exchange (gain) loss as calculated 
under FAS No. 8 4.2 (8.4) 8.8
Net income under FAS No. 8 before exchange 
gains or losses 115.5 148.5 141.0
Foreign exchange losses under FAS No. 52, 
mainly Brazilian (7.9) (8.5) (8.4)
107.6 140.0 132.6
Other effects of FAS No. 52:
Depreciation and cost of sales translated at current rates 
(formerly at historical rates under FAS No. 8) 3.9 (2.0) (2.4)
$111.5 $138.0 $130.2
AMP INCORPORATED AND PAMCOR, INC.
Notes to Combined Financial Statements
1. Summary of Accounting Principles
• • • •
Translation of International Operations—In 1981 the Company elected early adoption of Financial 
Accounting Standards Board Statement No. 52, “Foreign Currency Translation”. The accounting 
change was applied retroactively to years beginning on or after January 1, 1979, and accordingly the 
results of operations for 1979 and 1980 have been appropriately restated.
• • • •
The accounting change increased net income approximately $14,372,000 (40¢ pershare) in 1981. It 
decreased previously reported net income approximately $7,611,000 (21¢ per share) in 1980 and 
$344,000 (1¢ per share) in 1979. The effect of the change in method is approximately the same before 
and after income taxes because income taxes related to the adjustments were not significant.
• • • •
GENERAL TELEPHONE & ELECTRONICS CORPORATION
Notes to Financial Statements
2 Foreign Currency Translation
• • • •
The Company also restated prior years earnings to give effect to this change. Net income applica­
ble to common stock in 1981 determined under the provisions of Statement No. 52 was higher than it 
would have been under the previously used Statement No. 8 by $47 million or $.30 per common share. 
A reconciliation of income from continuing operations applicable to common stock for prior years as 
previously reported to the restated amounts is set forth below (in thousands of dollars):
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As reported
Foreign currency adjustment 
As restated
1980 1979 1978 1977
$586,996 $623,733 $576,890 $512,357
1,649 13,877 (25,611) (29,202)
$588,645 $637,610 $551,279 $483,155
• •  •
MILTON BRADLEY COMPANY
Notes to Financial Statements
8. Accounting Change for Foreign Currency Translation ($000 Omitted)
The Company has adopted Financial Accounting Standard No. 52, Foreign Currency Transla­
tion, and accordingly, financial statements and summaries for the years ended December 31, 1977 
through 1980 have been restated. The opening adjustment to the cumulative translation effects 
account at December 31, 1976 was $671 thousand. The increase (decrease) to previously reported net 
income and related per share amounts is:
1977 1978 1979 1980
Net income..........................................................  ($132) ($1,485) ($688) $1,899
Net income per share........................................  $(.02) $(.23) $(.11) $.26
The effect on 1981 was to increase net income by $5,342 million or $.72 per share.
• • • •
RANSBURG CORPORATION
Notes to Financial Statements
Note K—Foreign Currency Translation
In 1981, the Company adopted the standards of FAS 52 to translate its foreign currency financial 
statements (See Note A). FAS 52 has been adopted retroactively with an increase/(decrease) in net 
income and net income per share compared to the FAS 8 method as follows:
Year Ended November 30 
1981 _______ 1980_________1979
(In Thousands, except per share) 
$1,122 $ (440) $ 74
.15 ( .06) .01
• • • •
Net Income
Net Income Per Share
SIGNODE CORPORATION
Notes to Consolidated Financial Statements
1. Changes in Accounting Policy
Foreign Currency Translation For fiscal 1981, the Company changed its method of accounting for 
the translation of financial statements of its international subsidiaries to conform to FASB Statement 
No. 52—Foreign Currency Translation, as compared to previous provisions of Statement No. 8. Prior 
years’ consolidated financial statements have been restated to reflect this accounting change. The 
effect of this restatement on net earnings was a favorable $4,285,000 or 530 per share in 1981, an 
unfavorable $729,000 or 90 in 1980 and an unfavorable $1,464,000 or 190 in 1979.
•  •  •  •
UNION SPECIAL CORPORATION
Notes to Consolidated Financial Statements
B. Change in Accounting Policy—Foreign Currency Translation:
In December, 1981 the Financial Accounting Standards Board issued Statement of Financial 
Accounting Standards (SFAS) No. 52—Foreign Currency Translation, which replaces Statement No. 
8. The Company has adopted this Statement for 1981 and has also restated prior years’ financial 
statements.
• • • •
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The effect of this change was to increase net earnings (earnings per share) by $2,323,000 ($.82 per 
share) in fiscal 1981. The newly adopted accounting method had the following effects on 1980 and 1979 
net earnings and per share amounts:
Net Earnings
Previously 
Reported 
(SFAS No. 8)
As
Restated 
(SFAS No. 52)
1980 (Before extraordinary loss) $5,720,000 $5,290,000
(After extraordinary loss) 4,153,000 4,540,000
1979 8,446,000 6,487,000
Net Earnings Per Share
1980 (Before extraordinary loss) $2.02 $1.87
(After extraordinary loss) 1.47 1.60
1979 2.97 2.28
NOT RESTATED—PRO FORMA INFORMATION
FARAH MANUFACTURING COMPANY
Notes to Financial Statements
(2) Change in Accounting Policy—Foreign Currency Translation
As discussed in note 1, the Company changed its accounting policy during 1981, retroactive to 
November 1, 1980, for translation of foreign currency transactions and foreign currency financial 
statements to conform with Statement of Financial Accounting Standards No. 52. The effect of this 
change on 1981 is reflected in the following table. The table also reflects on a pro forma basis the effect 
of the change had it been applied retroactively to 1980 and 1979.
_______Pro forma
1981 1980 1979
(thousands of dollars 
except per share data)
Increase (decrease) in:
Income before extraordinary item and change in
accounting policy $1,130 (158) 391
Net income $1,130 (158) 391
Net income per share:
Income before extraordinary item and change in 
accounting policy $ .18 (.03) .07
Net income $ .18 (.03) .07
FRANKLIN ELECTRIC CO., INC.
Notes to Consolidated Financial Statements
1. Accounting Change
The Company elected early implementation of Statement of Financial Accounting Standards No. 
52, Foreign Currency Translation. The change was made in order to provide information that is 
generally compatible with the expected economic effects of a rate change on the Company’s cash flow 
and equity. The effects of this change were to increase 1981 income before taxes and net income by 
$572,000 ($.15 per share). If financial statements for prior years had been restated for the newly 
adopted accounting method, pro forma net income in 1980 would have been $2,014,000 ($.54 per 
share), a decrease of $225,000 ($.06 per share), and 1979 would have been $4,642,000 ($1.24 per share), 
a decrease of $46,000 ($.01 per share).
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THE MONARCH MACHINE TOOL COMPANY
Notes to Financial Statements
Foreign Currency Translation (Accounting Change):
• • • •
The adoption of FASB No. 52 increased 1981 net income by approximately $1,700,000 ($.48 per 
share primary and $.44 fully diluted). Financial statements of prior years have not been restated. If 
the new method had been applied retroactively, reported results would have been as follows:
Per
Per Share
Net Share Fully
______________________ Income__________ Primary__________ Diluted_____
1980 $11,551,687 $3.29 $3.04
1979 $ 8,367,464 $2.44 $2.20
• • • •
NBD BANCORP, INC.
Notes to Financial Statements
3. Foreign Currency Exchange and Translation
The change in accounting method referred to in Note 1 (H) was retroactively adopted as of 
January 1, 1981. The effect of applying the new method to the current year was to increase 1981 net 
income by $2,967,000 as compared to net income determined under the previous method. The effect 
that application of the new method would have had on reported 1980 and 1979 earnings is as follows:
1980 1979
Net Income as originally reported.....
Adjustment..........................................
Amount 
(in thousands)
$74,372
(177)
Per Share 
(primary)
$6.08
(.01)
Amount 
(in thousands) 
$75,604 
(847)
Per Share 
(primary) 
$6.24 
(.07)
Adjusted Net Income......................... $74,195 $6.07 $74,757 $6.17
• • •  •
THE TRANE COMPANY
Notes to Consolidated Financial Statements
Note 1. Change in Accounting for Foreign Currency Translation
As permitted under the provision of Financial Accounting Standards Board Statement No. 52, 
“Foreign Currency Translation” (FAS-52), the company has elected to change its method, effective 
January 1, 1981, of accounting for foreign currency translation. The effect of adopting FAS-52 in 1981 
was to increase reported net earnings $2,655,000 ($.26 per share) over that which would have been 
reported under the generally accepted method used in previous years (FAS-8). Had the years 1980 
and 1979 been restated for FAS-52, net earnings would have been decreased $1,372,000 ($.14 per 
share) and $137,000 ($.01 per share), respectively. • •  • •
THE WASHINGTON POST COMPANY
Notes to Financial Statements
B. Accounting Changes
• • • •
The effect of translating the company’s equity interests in its foreign affiliates at current ex­
change rates as of the beginning of 1981 was $844,000, which is reported as the beginning balance in 
the “Cumulative Foreign Currency Translation Adjustment.” The effect of the adoption of Statement 
No. 52 on operations for 1981 was to increase earnings by $399,000; had Statement No. 52 been in 
effect during 1980 and 1979, earnings for those years would have been $280,000 higher and $166,000 
lower, respectively.
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NOT RESTATED—NO PRO FORMA INFORMATION
APPLIED MAGNETICS CORPORATION
Notes to Financial Statements
10. Translation of Foreign Currencies
The Company has adopted the recently issued FASB Statement No. 52 (Foreign Currency 
Translation) for reporting its financial position at September 30, 1981 and its results of operations for 
the year then ended. As permitted by the Statement, the financial statements and information related 
to years prior to 1981 have not been restated.
• • • •
Translation gains and losses included in net income during 1981 were not material and the 
adoption of FASB Statement No. 52 did not have a material effect upon net income for the year ended 
September 30, 1981. Translation gains included in net income for 1980 and 1979 which resulted from 
the translation of foreign currencies under the provisions of FASB Statement No. 8 were $197,000 and 
$83,500, respectively. Restatement of the 1980 and 1979 financial statements to reflect the application 
of FASB Statement No. 52 would not have a material effect on net income before extraordinary item.
HERCULES INCORPORATED
Notes to Financial Statements
1. Foreign Currency Accounting Change:
During 1981 Hercules adopted Statement of Financial Accounting Standard No. 52, Foreign 
Currency Translation •  •  •  •
The effect of adopting the new standard was to increase net income for 1981 by $25,600 ($.56 per 
share). Results of operations for 1980 and 1979 have not been restated.• • • •
KELLOGG COMPANY
Accounting Policies and Notes to Consolidated Financial Statements
Note 1 Accounting Change—Foreign Currency Translation
• • • •
The effect of applying the new standard was to reclassify net exchange losses which under 
pre-existing accounting standards would have reduced net earnings for 1981 by $7.2 million or 90 a 
share. The new standard was not applied for 1980 and 1979.
• • • •
RECOGNITION EQUIPMENT INCORPORATED
Notes to Financial Statements
Note 2: Accounting Change
Effective November 1, 1980, the Company adopted Financial Accounting Standards Board 
Statement No. 52 as its method of translating foreign currencies. The effect of this change was to 
reduce losses for the current year by $1,004,000, or 16 cents per share. Prior years’ financial 
statements have not been restated.
• • • •
SCOTT PAPER COMPANY
Financial Review Notes
International Affiliates
• • • •
International Affiliate Earnings—Scott’s Share
In 1981 Scott adopted the new Financial Accounting Standards Board Statement No. 52 on 
Foreign Currency Translation which differs significantly from the FAS 8 method used previously. If 
Scott had not adopted this new standard, its share of earnings from its international affiliates would 
have been $30,031,000 in 1981, compared with $44,156,000 in 1980. The accounting change improved 
Scott’s earnings by $5,944,000 in 1981, an increase of $.14 per share, to $35,975,000. The decline from 
the previous year was principally due to a $3,293,000 unfavorable impact from currency exchange 
fluctuations and a reduction in total operating earnings of approximately $5,000,000.
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IV
SUPPLEMENTARY INFORMATION ON CHANGING PRICES
Some enterprises are required to disclose supplementary information on changing prices in 
accordance with FASB Statement No. 33, “Financial Reporting and Changing Prices.” On De­
cember 22, 1981, the FASB issued an exposure draft of a proposed statement, “Financial Report­
ing and Changing Prices: Foreign Currency Translation,” which would amend Statement No. 33 
to require translated foreign currency information to conform with Statement No. 52 instead of 
Statement No. 8. As this survey went to press, the FASB planned to issue a revised exposure 
draft on this topic. Until Statement No. 33 is amended, enterprises subject to its requirements 
that adopt Statement No. 52 are permitted to prepare the supplementary information under 
either Statement No. 52 or Statement No. 8. If the supplementary information is prepared under 
Statement No. 8, historical cost information prepared under Statement No. 8 must be included 
with the supplementary information.
Fourteen examples are presented below of companies that adopted Statement No. 52 and 
disclosed whether supplementary information on changing prices was prepared under Statement 
Nos. 8 or 52. The examples are classified according to which Statement was followed.
STATEMENT NO. 8
ALBANY INTERNATIONAL CORP.
Notes to Financial Statements
Changing Prices
• • • •
Because the Financial Accounting Standards Board has not issued final guidelines for presenting 
changing prices data in accordance with FAS 52, the information presented below is based upon prior 
accounting rules and historical cost is not comparable to the primary financial statements.
• • • •
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BROWN & SHARPE MANUFACTURING COMPANY
Notes to Financial Statements
14. Inflation Accounting (Unaudited) • • • •
Statement of Income and Supplementary Information• • • •
Historical financial data has been restated to conform to FASB-52 (see Note 2 to Consolidated 
Financial Statements). Financial data adjusted for changes in general inflation and specific prices has 
not been restated, but will be conformed to FASB-52 in 1982 as permitted under FASB Exposure 
Draft entitled “Financial Reporting and Changing Prices: Foreign Currency Translation”.
ESMARK INC.
Supplemental Information on Changing Prices (Unaudited)
• • • •
Foreign Currency Translation
The Company adopted FAS 52 effective October 26, 1980. Under this statement balance sheet 
accounts of international subsidiaries are translated at current rates and translation adjustments are 
generally shown as a component of equity. Current cost and constant dollar information has been 
accumulated under FAS 8 whereby fixed assets are translated at historical rates and translation 
adjustments are reported in income. For purposes of comparison, pro forma supplemental information 
is presented which shows the effect of using FAS 8 for foreign currency translation.
• • • •
JOHNSON & JOHNSON
Supplementary Information on the Effects of Changing Prices
Introduction
• • • •
The operating results as reported in the primary financial statements are in compliance with FAS 
No. 52 for foreign currency translation. As there is no final revision of FAS No. 33 to reflect the 
change to FAS No. 52, supplementary income calculations for the changing prices information have 
been prepared using the results of applying FAS No. 8.
• • • •
A.H. ROBINS COMPANY
Supplementary Data on Changing Prices
• • • •
Notes to Supplementary Data on Changing Prices 
Accounting Policies
During 1981 the Company changed its method of translating foreign currency financial 
statements to comply with the new Statement of Financial Accounting Standards No. 52. The account­
ing standard relating to the supplementary data on changing prices, Statement of Financial Account­
ing Standards No. 33, is currently being revised to reflect the concepts underlying the new foreign 
currency translation standard. For 1981 the Company elected to prepare the supplementary data on 
changing prices based on historical data prepared in accordance with the foreign currency translation 
method used in prior years adjusted for (1) general inflation factors relating to property, plant and 
equipment, and inventory and (2) the changes in specific prices relating to these items.• • • •
UNIROYAL INC.
Notes to Financial Statements
Supplementary Information Regarding Inflation and Changing Prices (Unaudited)
• • •  •The FASB is currently evaluating Statement No. 33 in light of the new foreign exchange
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translation requirements of Statement No. 52. Pending their final evaluation and issuance of a new 
Statement, the company will continue to follow the requirements of Statement No. 33, which is also 
consistent with supplemental data presented for prior years. •  •  •  •
XEROX CORPORATION
Notes to Financial Statements
Inflation-Adjusted Data (Unaudited)
• • • •
1981 Basis of Presentation
During 1981, the Company changed its accounting for foreign currency translation in accordance 
with Statement No. 52 of the Financial Accounting Standards Board (FASB). As a result of the new 
foreign currency translation rules, in late December, the FASB issued an exposure draft which would 
amend the existing inflation accounting standards to recognize the underlying concepts of Statement 
of Financial Accounting Standards (SFAS) No. 52.
The inflation-adjusted data presented below for 1981 and prior years have been prepared under 
existing inflation accounting rules (SFAS No. 33). These inflation-adjusted data are compared with 
historical cost information before adoption of SFAS No. 52. •  •  •  •
STATEMENT NO. 52
AMERICAN STANDARD, INC.
Notes to Financial Statements
Note 14 Technical Note on Preparation of Changing-Prices Data (Unaudited)
The changing-prices data discussed on pages 22 and 23 have been prepared following the princi­
ples of “Current Cost” accounting provided by Statement of Financial Accounting Standards No. 33, 
“Financial Reporting and Changing Prices” (FAS No. 33), and its proposed amendment.
The data also recognize the principles of foreign currency translation provided in Statement of 
Financial Accounting Standards No. 52, “Foreign Currency Translation.” The changing-prices data 
for 1980 and 1979 have been restated on this basis.
•  • •  •
CARNATION COMPANY
Supplemental Information on the Effects of Changing Prices (Unaudited)
• •  • •
As set forth in Note 2 to the financial statements, the company retroactively adopted Statement 
No. 52, Foreign Currency Translation (SFAS 52), of the Financial Accounting Standards Board. For 
comparative purposes, the company’s supplementary information on changing prices has also been 
calculated to reflect the new foreign currency translation accounting principle established under 
SFAS 52.
• • •  •
CLARK EQUIPMENT COMPANY
Financial Review
Supplementary Data on Inflation (Unaudited)
• •  •  •
The 1981 data was prepared in accordance with a proposed amendment (a FASB exposure draft 
dated December 1981) to FASB No. 33. The amendment encompasses the changes in the accounting 
for foreign currency translation due to FASB Statement No. 52 which permitted the use of the 
proposed statement.
• • • •
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THE FOXBORO COMPANY
Notes to Financial Statements
Note 15 The Effects of Changing Prices (Unaudited)
• •  •  •
This information has been prepared in accordance with the methods prescribed by Financial 
Accounting Standard No. 33 amended by the exposure draft of December, 1981, which implements the 
changes in the method of accounting for foreign currency translation set out in Financial Accounting 
Standard No. 52.
•  •  • •
THE LUBRIZOL CORPORATION
Supplemental Financial Information on the Effects of Inflation
•  •  •  •
The 1981 financial information reflects the adoption of FASB Statement 52 relating to foreign 
currency translation and a proposed statement that would modify Statement 33 to conform this 
supplemental information to the primary financial statements.
•  •  •  •
MILTON BRADLEY COMPANY
Notes to Financial Statements
17. Supplementary Information on Inflation and Changing Prices (Unaudited)
• • • •
In 1981 the Company adopted Statement No. 52, Foreign Currency Translation, and has re­
stated previously reported financial statements and summaries. Proposed rules have been published 
by the FASB which would amend Statement No. 33 to be consistent with the change in accounting for 
foreign currency translation. In conjunction with these rules, the effects of inflation on results of 
foreign operations are measured in their respective local currencies and translated into U.S. dollars 
utilizing exchange rates effective during the year.
• • • •
UNITED TECHNOLOGIES CORPORATION
Notes to Financial Statements
Note 18 Changing Prices (Unaudited):
The inflation data presented below for 1981 has been provided in accordance with Statement of 
Financial Accounting Standard No. 33, “Financial Reporting and Changing Prices”, as such Standard 
is proposed to be amended to be consistent with FAS No. 52 (Note 2). The inflation data for 1980 and 
prior years has been provided as required by FAS No. 33. •  •  •  •
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V
EFFECT OF RATE CHANGES ON ENTERPRISE OPERATIONS
In paragraph 144 of Statement No. 52, the FASB encourages managements to supplement 
the disclosures required by the Statement with an analysis and discussion of the effects of rate 
changes on the reported results of operations. The paragraph gives as examples of that type of 
information the mathematical effects of translating revenue and expenses at rates that are dif­
ferent from those used in a preceding period and the economic effects of rate changes, such as the 
effects on selling prices, sales volume, and cost structures. Statement No. 8 contains a similar 
recommendation.
Three examples are presented below of compliance with that recommendation of Statement 
Nos. 8 and 52.
THE DEXTER CORPORATION
Financial Review
Analysis of Operations
• •  •  •
1980 Compared with 1979 
Sales
The major factor affecting the 17% sales increase in 1980 was increased selling prices, which 
generally compared to inflation rates in countries where the company does business. Higher unit sales 
and product mix changes accounted for about 12% of the sales increase, and higher exchange rates for 
foreign sales accounted for 7%. Sales were increased about $9 million by acquired businesses and 
decreased about $9 million from businesses divested during 1980.
• • •  •
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1979 Compared with 1978
Sales
Two-thirds of the 24% sales increase in 1979 was attributable to higher unit sales and product mix 
changes, including about $16 million of sales from businesses acquired during the year. The balance of 
the sales gain resulted from increased selling prices and the effect of exchange rates on foreign sales.
•  •  •  •
MILLIPORE CORPORATION
Management’s Discussion and Analysis of Results of Operations and Financial Condition 
Results of Operations
• • • •
Foreign sales continued strong, accounting for approximately 41% of consolidated sales, com­
pared to 44% in 1980 and 41% in 1979. However the continuing strengthening of the dollar diluted the 
contribution of foreign sales to consolidated sales. Had 1981 foreign sales been translated into U.S. 
dollars at the exchange rates prevailing at December 31, 1980, consolidated sales from continuing 
operations in 1981 would have increased by 15% over 1980.
Substantially all of the Company’s products sold in the overseas market are manufactured in the 
U.S., and the manufacturing costs are not affected by currency fluctuations. As a result, foreign sales, 
translated to U.S. dollars, are reduced, while the corresponding costs of sales are not. In the face of a 
rising dollar and competitive conditions precluding offsetting increases in foreign prices, this effect 
contributed significantly to the decline in gross profit from 57.6% of sales in 1980 to 51.5% of sales in 
1981. Gross profit in 1981 was also adversely affected by an increase in costs resulting from an 
aggressive inventory reduction program that resulted in short-term excess manufacturing capacity. 
In addition, gross profit for the fourth quarter was adversely affected by $1.6 million of one-time costs 
associated with this program. Gross profit in 1980 declined slightly from the 58.8% of sales recorded in 
1979, due principally to the higher cost of new product introductions and a change in the overall 
product mix.
•  •  •  •
Net income from continuing operations in 1981 declined 44%, to $9,877,000 from the $17,631,000 
recorded in 1980. The 1980 figure represented a decline of 10% of $19,585,000 recorded in 1979. The 
decline in 1981 resulted primarily from the reduction in Gross Profit due to the effect of foreign 
currency translations on sales and the Company’s inventory reduction program on costs, discussed 
above. The decline in net income in 1980 resulted for the most part from the increase in selling, general 
and administrative expenses, as well as from foreign currency movements.
The effect on foreign sales of the strong dollar continues to be a significant problem for the 
Company. Had the relationship of the dollar to foreign currencies at December 31, 1980 been main­
tained throughout 1981, earnings from continuing operations would have been $7.4 million or $.55 per 
share higher. Over time the Company anticipates achieving greater balance between its overseas 
manufacturing capabilities and its foreign sales. In addition, to the extent that local competition 
permits, the Company will continue to raise the price of its products sold overseas. Both of these 
tactics, if successful, should offset to some extent the effect of a stronger dollar on the profitability of 
the Company’s overseas operations.
• •  • •
NALCO CHEMICAL COMPANY
Financial Review
Sales
• • •  •
Sales of foreign subsidiaries for 1981 were $137.8 million, down by 7 percent from 1980. Sales for 
1980 included $12.0 million by a Mexican subsidiary which became a non-consolidated affiliate at the 
end of 1980. Sales to foreign customers were adversely affected by the recessionary environment in 
Europe. Further, reported sales for 1981 would have been $25.6 million higher had foreign exchange 
rates for European currencies remained at the same level as 1980.
Foreign Service Chemical sales for 1980 were up 35 percent from 1979 with over half of the gain 
attributable to higher unit volume. Each of the foreign subsidiaries reported a gain in sales for the 
year. Foreign exchange rates for European currencies were relatively unchanged in 1980 from 1979.
• •  •  •
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VI
SUBSEQUENT EVENTS
Statement No. 52 does not permit adjustment of an enterprise’s financial statements for a 
rate change that occurs after the balance sheet date. Paragraph 32 states, however, that disclo­
sure of the rate change and its effects on unsettled balances pertaining to foreign currency 
transactions may be necessary. Statement No. 8 contains a similar statement.
Two examples are presented below of the disclosure of a subsequent rate change in confor­
mity with Statement Nos. 8 and 52.
GROLIER INCORPORATED
Notes to Financial Statements
14. Subsequent Event
On February 18, 1982, the Central Bank of Mexico announced that it was stopping its support of 
the Mexican peso. This has resulted in a devaluation of the Mexican peso in relation to the U.S. dollar.
The Company’s investment in its Mexican subsidiaries and U.S. dollar obligations of such subsidiaries 
totaled $38,122,000 at December 31 , 1981, converted at the then market rate of 26.15 Mexican pesos to 
one U.S. dollar. The future impact upon translating the financial statements of the Mexican sub­
sidiaries for consolidated reporting purposes could be material; however, the Company believes that 
this devaluation will not have any effect on its ability to continue to operate effectively in Mexico and 
throughout Latin America.
THE JOSEPH DIXON CRUCIBLE COMPANY
Notes to Financial Statements
(9) Subsequent Events:
On February 17, 1982, the Mexican peso was devalued by approximately 40%. Management 
estimates that such devaluation will result in a charge to first quarter 1982 earnings of approximately 
$125,000.
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APPENDIX A
STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 52
FOREIGN CURRENCY TRANSLATION 
DECEMBER 1981
Summary
Application of th is S tatem ent w ill affect financial reporting 
of most companies operating in foreign countries. The 
differing operating and economic characteristics of varied  
types of foreign operations w ill be d istinguished in accounting  
for them . A djustm ents for currency exchange rate changes are 
excluded from net income for those fluctuations that do not 
im pact cash flows and are included for those that do. The 
requirem ents reflect these general conclusions:
•  The economic effects of an exchange rate change on an 
operation that is relatively self-contained and integrated  
w ith in  a foreign country relate to the net investm ent in 
that operation. Translation adjustm ents that arise from 
consolidating that foreign operation do not im pact cash  
flows and are not included in net income.
•  The economic effects of an exchange rate change on a 
foreign operation th a t is an extension of the parent’s 
domestic operations relate to individual assets and 
liab ilities and im pact the parent’s cash flows directly. 
Accordingly, the exchange gains and losses in such an 
operation are included in net income.
•  Contracts, transactions, or balances that are, in fact, 
effective hedges of foreign exchange risk w ill be accounted  
for as hedges w ithout regard to their form.
More specifically, th is S tatem ent replaces FASB Statem ent 
No. 8, A c c o u n tin g  fo r  th e  T ra n s la tio n  o f  F o re ig n  C u rre n c y  
T ra n sa c tio n s  a n d  F o re ig n  C u r re n c y  F in a n c ia l S ta te m e n ts , and 
revises the ex isting accounting and reporting requirem ents 
for translation of foreign currency transactions and foreign  
currency financial statem ents. It presents standards for 
foreign currency translation that are designed to (1) provide 
inform ation that is generally compatible w ith  the expected  
economic effects of a rate change on an enterprise’s cash flows 
and equity and (2) reflect in consolidated statem en ts the  
financial results and relationships as measured in the primary 
currency in which each en tity  conducts its business (referred 
to as its “functional currency”).
An en tity ’s functional currency is the currency of the
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primary economic environment in which that entity operates. 
The functional currency can be the dollar or a foreign currency 
depending on the facts. Normally, it will be the currency of the 
economic environment in which cash is generated and 
expended by the entity. An entity can be any form of 
operation, including a subsidiary, division, branch, or joint 
venture. The Statement provides guidance for this key 
determination in which management’s judgment is essential 
in assessing the facts.
A currency in a highly inflationary environment (3-year 
inflation rate of approximately 100 percent or more) is not 
considered stable enough to serve as a functional currency and 
the more stable currency of the reporting parent is to be used 
instead.
The functional currency translation approach adopted in 
this statement encompasses:
a. Identifying the functional currency of the entity’s 
economic environment
b. Measuring all elements of the financial statements in the 
functional currency
c. Using the current exchange rate for translation from the 
functional currency to the reporting currency, if they are 
different
d. Distinguishing the economic impact of changes in 
exchange rates on a net investment from the impact of 
such changes on individual assets and liabilities that are 
receivable or payable in currencies other than the 
functional currency
Translation adjustments are an inherent result of the process 
of translating a foreign entity’s financial statements from the 
functional currency to U.S. dollars. Translation adjustments 
are not included in determining net income for the period but 
are disclosed and accumulated in a separate component of 
consolidated equity until sale or until complete or 
substantially complete liquidation of the net investment in 
the foreign entity takes place.
Transaction gains and losses are a result of the effect of 
exchange rate changes on transactions denominated in 
currencies other than the functional currency (for example, a
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U.S. company may borrow Swiss francs or a French subsidiary 
may have a receivable denominated in kroner from a Danish 
customer). Gains and losses on those foreign currency 
transactions are generally included in determining net income 
for the period in which exchange rates change unless the 
transaction hedges a foreign currency commitment or a net 
investment in a foreign entity. Intercompany transactions of 
a long-term investment nature are considered part of a 
parent’s net investment and hence do not give rise to gains or 
losses.
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Statement of Financial Accounting Standards No. 52  
Foreign Currency Translation 
December 1981
INTRODUCTION
1. FASB Statement No. 8, Accounting for the Translation of 
Foreign Currency Transactions and Foreign Currency Financial 
Statements, was issued in October 1975 and was effective for 
fiscal years that began on or after January 1, 1976. In May 
1978, the Board issued an invitation for public comment on 
Statements 1-12, each of which had been in effect for at least 
two years. Foreign currency translation* was the subject of 
most of the comments received. In January 1979, the Board 
added to its agenda a project to reconsider Statement 8. This 
Statement is the result of that project.
2. This Statement establishes revised standards of financial 
accounting and reporting for foreign currency transactions 
in financial statem ents of a rep o rtin g  en terp rise  
(hereinafter, enterprise). It also revises the standards for 
tra n sla tin g  foreign  currency fin an cia l sta tem en ts  
(hereinafter, foreign  currency statem ents) that are 
incorporated in the financial statements of an enterprise by 
consolidation, combination, or the equity method of 
accounting. Translation of financial statements from one 
currency to another for purposes other than consolidation, 
combination, or the equity method is beyond the scope of this 
Statement. For example, this Statement does not cover 
translation of the financial statements of an enterprise from 
its reporting currency into another currency for the 
convenience of readers accustomed to that other currency.
3. This Statement supersedes FASB Statement No. 8, 
Accounting for the Translation of Foreign Currency Transactions
*Terms defined in the glossary (Appendix E) are in boldface type the first 
time they appear in this Statement.
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and Foreign Currency Financial Statements, l  FASB Statement 
No. 20, Accounting for Forward Exchange Contracts, FASB 
Interpretation No. 15, Translation of Unamortized Policy 
Acquisition Costs by a Stock Life Insurance Company, and FASB 
Interpretation No. 17, Applying the Lower of Cost or Market 
Rule in Translated Financial Statements.
STANDARDS OF FINANCIAL ACCOUNTING AND REPORTING 
Objectives of Translation
4. Financial statements are intended to present information 
in financial terms about the performance, financial position, 
and cash flows of an enterprise. For this purpose, the financial 
statements of separate en tities  within an enterprise, which 
may exist and operate in different economic and currency 
environments, are consolidated and presented as though they 
were the financial statements of a single enterprise. Because 
it is not possible to combine, add, or subtract measurements 
expressed in different currencies, it is necessary to translate 
into a single reporting currency2 those assets, liabilities, 
revenues, expenses, gains, and losses that are measured or
1The following pronouncements, which were superseded or amended by 
Statement 8, are also superseded or amended by this Statement: paragraphs 
7 and 10-22 of Chapter 12, “Foreign Operations and Foreign Exchange,” of 
ARB No. 43; paragraph 18 of APB Opinion No. 6, Status of Accounting 
Research Bulletins; and FASB Statement No. 1, Disclosure of Foreign Currency 
Translation Information. The last sentence of paragraph 5 of ARB 43, Chapter 
12, is amended to delete “and they should be reserved against to the extent 
that their realization in dollars appears to be doubtful,” and paragraph 13 of 
APB Opinion No. 22, Disclosure of Accounting Policies, is amended to delete 
“translation of foreign currencies” as an example of disclosure “commonly 
required with respect to accounting policies.”
 2 For convenience, this Statement assumes that the enterprise uses the U.S. 
dollar (dollar) as its reporting currency. However, a currency other than the 
dollar may be the reporting currency in financial statements that are 
prepared in conformity with U.S. generally accepted accounting principles. 
For example, a foreign enterprise may report in its local cu rrency  in 
conformity with U.S. generally accepted accounting principles. If so, the 
requirements of this Statement apply.
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denominated in a foreign currency.3 However, the unity 
presented by such translation does not alter the underlying 
significance of the results and relationships of the constituent 
parts of the enterprise. It is only through the effective 
operation of its constituent parts that the enterprise as a 
whole is able to achieve its purpose. Accordingly, the 
translation of the financial statements of each component 
entity of an enterprise should accomplish the following 
objectives:
a. Provide information that is generally compatible with the 
expected economic effects of a rate change on an 
enterprise’s cash flows and equity
b. Reflect in consolidated statements the financial results 
and relationships of the individual consolidated entities as 
measured in their functional currencies in conformity 
with U.S. generally accepted accounting principles
The Functional Currency
5. The assets, liabilities, and operations of a foreign entity  
shall be measured using the functional currency of that entity. 
An entity’s functional currency is the currency of the primary 
economic environment in which the entity operates; normally, 
that is the currency of the environment in which an entity  
primarily generates and expends cash. Appendix A provides
O3To measure in foreign currency is to quantify an attribute of an item in a 
unit of currency other than the reporting currency. Assets and liabilities are 
denominated in a foreign currency if their amounts are fixed in terms of that 
foreign currency regardless of exchange rate changes. An asset or liability 
may be both measured and denominated in one currency, or it may be 
measured in one currency and denominated in another. To illustrate: Two 
foreign branches of a U.S. company, one Swiss and one German, purchase 
identical assets on credit from a Swiss vendor at identical prices stated in 
Swiss francs. The German branch measures the cost (an attribute) of that 
asset in German marks. Although the corresponding liability is also measured 
in marks, it remains denominated in Swiss francs since the liability must be 
settled in a specified number of Swiss francs. The Swiss branch measures the 
asset and liability in Swiss francs. Its liability is both measured and 
denominated in Swiss francs. Although assets and liabilities can be measured 
in various currencies, rights to receive or obligations to pay fixed amounts of 
a currency are, by definition, denominated in that currency.
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guidance for determination of the functional currency. The 
economic factors cited in Appendix A, and possibly others, 
should be considered both individually and collectively when 
determining the functional currency.
6. For an entity with operations that are relatively 
self-contained and integrated within a particular country, the 
functional currency generally would be the currency of that 
country. However, a foreign entity’s functional currency 
might not be the currency of the country in which the entity is 
located. For example, the parent’s currency generally would be 
the functional currency for foreign operations that are a direct 
and integral component or extension of the parent company’s 
operations.
7. An entity might have more than one distinct and separable 
operation, such as a division or branch, in which case each 
operation may be considered a separate entity. If those 
operations are conducted in different economic environments, 
they might have different functional currencies.
8. The functional currency (or currencies) of an entity is 
basically a matter of fact, but in some instances the observable 
facts will not clearly identify a single functional currency. For 
example, if a foreign entity conducts significant amounts of 
business in two or more currencies, the functional currency 
might not be clearly identifiable. In those instances, the 
economic facts and circumstances pertaining to a particular 
foreign operation shall be assessed in relation to the Board’s 
stated objectives for foreign currency translation (paragraph 
4). Management’s judgment will be required to determine the 
functional currency in which financial results and 
relationships are measured with the greatest degree of 
relevance and reliability.
9. Once the functional currency for a foreign entity is 
determined, that determination shall be used consistently 
u n less  s ig n if ic a n t changes in economic facts and 
circumstances indicate clearly that the functional currency 
has changed. Previously issued financial statements shall not 
be restated for any change in the functional currency.
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10. If an entity’s books of record are not maintained in its 
functional currency, remeasurement into the functional 
currency is required. That remeasurement is required before 
translation into the reporting currency. If a foreign entity’s 
functional currency is the reporting currency, remeasurement 
into the reporting currency obviates translation. The 
remeasurement process is intended to produce the same result 
as if the entity’s books of record had been maintained in the 
functional currency. The remeasurement of and subsequent 
accounting for transactions denominated in a currency other 
than the functional currency shall be in accordance with the 
requirements of this Statement (paragraphs 15 and 16). 
Appendix B provides guidance for remeasurement into the 
functional currency.
The Functional Currency in Highly Inflationary Economies
11. The financial statements of a foreign entity in a highly 
inflationary economy shall be remeasured as if the functional 
currency were the reporting currency. Accordingly, the 
financial statements of those entities shall be remeasured into 
the reporting currency according to the requirements of 
paragraph 10. For the purposes of this requirement, a highly 
inflationary economy is one that has cumulative inflation of 
approximately 100 percent or more over a 3-year period.
Translation of Foreign Currency Statements
12. All elements of financial statements shall be translated by 
using a current exchange rate. For assets and liabilities, the 
exchange rate at the balance sheet date shall be used. For 
revenues, expenses, gains, and losses, the exchange rate at the 
dates on which those elements are recognized shall be used. 
Because translation at the exchange rates at the dates the 
numerous revenues, expenses, gains, and losses are recognized 
is generally impractical, an appropriately weighted average 
exchange rate for the period may be used to translate those 
elements.
13. If an entity’s functional currency is a foreign currency, 
tra n sla tio n  adjustm ents result from the process of
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translating that entity’s financial statements into the 
reporting currency. Translation adjustments shall not be 
included in determining net income but shall be reported 
separately and accumulated in a separate component of 
equity.
14. Upon sale or upon complete or substantially complete 
liquidation of an investment in a foreign entity, the amount 
attributable to that entity and accumulated in the translation 
adjustment component of equity shall be removed from the 
separate component of equity and shall be reported as part of 
the gain or loss on sale or liquidation of the investment for the 
period during which the sale or liquidation occurs.
Foreign Currency Transactions
15. Foreign currency transactions are transactions 
denominated in a currency other than the entity’s functional 
currency. Foreign currency transactions may produce 
receivables or payables that are fixed in terms of the amount 
of foreign currency that will be received or paid. A change in 
exchange rates between the functional currency and the 
currency in which a transaction is denominated increases or 
decreases the expected amount of functional currency cash 
flows upon settlement of the transaction. That increase or 
decrease in expected functional currency cash flows is a 
foreign currency transaction  gain or loss that generally 
shall be included in determining net income for the period in 
which the exchange rate changes. Likewise, a transaction gain 
or loss (measured from the transaction  date or the most 
recent intervening balance sheet date, whichever is later) 
realized upon settlement of a foreign currency transaction 
generally shall be included in determining net income for the 
period in which the transaction is settled. The exceptions to 
this requirement for inclusion in net income of transaction 
gains and losses are set forth in paragraphs 20 and 21 and 
pertain to certain intercompany transactions and to 
transactions that are designated as, and effective as, economic 
hedges of net investments and foreign currency commitments.
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16. For other than  fo r w a r d  e x c h a n g e  c o n tra c ts
(paragraphs 17-19), the following shall apply to all foreign 
currency transactions of an enterprise and its investees:
a. At the date the transaction is recognized, each asset, 
liability, revenue, expense, gain, or loss arising from the 
transaction shall be measured and recorded in the 
functional currency of the recording entity by use of the 
exchange rate in effect at that date (paragraphs 26-28).
b. At each balance sheet date, recorded balances that are 
denominated in a currency other than the functional 
currency of the recording entity shall be adjusted to 
reflect the current exchange rate.
Forward Exchange Contracts
17. A forward exchange contract (forward contract) is an 
agreement to exchange different currencies at a specified 
future date and at a specified rate (the forw ard rate). A 
forward contract is a foreign currency transaction. A gain or 
loss on a forward contract that does not meet the conditions 
described in paragraph 20 or 21 shall be included in 
determining net income in accordance with the requirements 
for other foreign currency transactions (paragraph 15). 
Agreements that are, in substance, essentially the same as 
forward contracts, for example, currency sw aps, shall be 
accounted for in a manner similar to the accounting for 
forward contracts.
18. A gain or loss (whether or not deferred) on a forward 
contract, except a forward contract of the type discussed in 
paragraph 19, shall be computed by multiplying the foreign 
currency amount of the forward contract by the difference 
between the spot rate at the balance sheet date and the spot 
rate at the date of inception of the forward contract (or the 
spot rate last used to measure a gain or loss on that contract 
for an earlier period). The d iscount or prem ium  on a 
forw ard contract (that is, the foreign currency amount of 
the contract multiplied by the difference between the 
contracted forward rate and the spot rate at the date of 
inception of the contract) shall be accounted for separately
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from the gain or loss on the contract and shall be included in 
determining net income over the life of the forward contract. 
However, if a gain or loss is deferred under paragraph 21, the 
forward contract’s discount or premium that relates to the 
commitment period may be included in the measurement of 
the basis of the related foreign currency transaction when 
recorded. If a gain or loss is accounted for as a hedge of a net 
investment under paragraph 20, the forward contract’s 
discount or premium may be included with translation 
adjustments in the separate component of equity.
19. A gain or loss on a speculative forward contract (that is, a 
contract that does not hedge an exposure) shall be computed 
by multiplying the foreign currency amount of the forward 
contract by the difference between the forward rate available 
for the remaining maturity of the contract and the contracted 
forward rate (or the forward rate last used to measure a gain 
or loss on that contract for an earlier period). No separate 
accounting recognition is given to the discount or premium on 
a speculative forward contract.
Transaction Gains and Losses to Be Excluded from 
Determination of Net Income
20. Gains and losses on the following foreign currency 
transactions shall not be included in determining net income 
but shall be reported in the same manner as translation 
adjustments (paragraph 13):
a. Foreign currency transactions that are designated as, and 
are effective as, economic hedges of a net investment in a 
foreign entity, commencing as of the designation date
b. Intercompany foreign currency transactions that are of a 
long-term-investment nature (that is, settlement is not 
planned or anticipated in the foreseeable future), when 
the entities to the transaction are consolidated, combined, 
or accounted for by the equity method in the reporting 
enterprise’s financial statements
21. A gain or loss on a forward contract or other foreign 
currency transaction that is intended to hedge an identifiable
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foreign currency commitment (for example, an agreement to 
purchase or sell equipment) shall be deferred and included in 
the measurement of the related foreign currency transaction 
(for example, the purchase or the sale of the equipment). 
Losses shall not be deferred, however, if it is estimated that 
deferral would lead to recognizing losses in later periods. A 
foreign currency transaction shall be considered a hedge of an 
identifiable foreign currency commitment provided both of the 
following conditions are met:
a. The foreign currency transaction is designated as, and is 
effective as, a hedge of a foreign currency commitment.
b. The foreign currency commitment is firm.
The required accounting shall commence as of the designation 
date. The portion of a hedging transaction that shall be 
accounted for pursuant to this paragraph is limited to the 
amount of the related commitment. If a hedging transaction 
that meets conditions (a) and (b) above exceeds the amount of 
the related commitment, the gain or loss pertaining to the 
portion of the hedging transaction in excess of the 
commitment shall be deferred to the extent that the 
transaction is intended to provide a hedge on an after-tax 
basis. A gain or loss so deferred shall be included as an offset to 
the related tax effects in the period in which such tax effects 
are recognized; consequently, it shall not be included in the 
aggregate transaction gain or loss disclosure required by 
paragraph 30. A gain or loss pertaining to the portion of a 
hedging transaction in excess of the amount that provides a 
hedge on an after-tax basis shall not be deferred. Likewise, a 
gain or loss pertaining to a period after the transaction date of 
the related commitment shall not be deferred. If a foreign 
currency transaction previously considered a hedge of a 
foreign currency commitment is terminated before the 
transaction date of the related commitment, any deferred gain 
or loss shall continue to be deferred and accounted for in 
accordance with the requirements of this paragraph.
Income Tax Consequences of Rate Changes
22. Interperiod tax allocation is required in accordance with
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APB Opinion No. 11, Accounting for Income Taxes, if taxable 
exchange gains or tax-deductible exchange losses resulting  
from an entity’s foreign currency transactions are included in 
net income in a different period for financial statement 
purposes from that for tax purposes.
23. Translation adjustments shall be accounted for in the 
same way as timing differences under the provisions of APB 
Opinions 11, 23, and 24. APB Opinion No. 23, Accounting for 
Income Taxes—Special Areas, provides that deferred taxes 
shall not be provided for unremitted earnings of a subsidiary 
in certain instances; in those instances, deferred taxes shall 
not be provided on translation adjustments.
24. Opinion 11 requires income tax expense to be allocated 
among income before extraordinary items, extraordinary 
items, adjustments of prior periods (or of the opening balance 
of retained earnings), and direct entries to other equity 
accounts. Some transaction gains and losses and all 
translation adjustments are reported in a separate component 
of equity. Any income taxes related to those transaction gains 
and losses and translation adjustments shall be allocated to 
that separate component of equity.
Elimination of Intercompany Profits
25. The elimination of intercompany profits that are 
attributable to sales or other transfers between entities that 
are consolidated, combined, or accounted for by the equity 
method in the enterprise’s financial statements shall be based 
on the exchange rates at the dates of the sales or transfers. 
The use of reasonable approximations or averages is 
permitted.
Exchange Rates
26. The exchange rate is the ratio between a unit of one 
currency and the amount of another currency for which that 
unit can be exchanged at a particular time. If exchangeability 
between two currencies is temporarily lacking at the 
transaction date or balance sheet date, the first subsequent
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rate at which exchanges could be made shall be used for 
purposes of this Statement. If the lack of exchangeability is 
other than temporary, the propriety of consolidating, 
combining, or accounting for the foreign operation by the 
equity method in the financial statements of the enterprise 
shall be carefully considered (ARB 43, Chapter 12, para­
graph 8).
27. The exchange rates to be used for translation of foreign 
currency transactions and foreign currency statements are as 
follows:
a. Foreign Currency Transactions—The applicable rate at 
which a particular transaction could be settled at the 
transaction date shall be used to translate and record the 
transaction. At a subsequent balance sheet date, the 
current rate is that rate at which the related receivable or 
payable could be settled at that date.
b. Foreign Currency Statements—In the absence of unusual 
circumstances, the rate applicable to conversion  of a 
currency for purposes of dividend remittances shall be 
used to translate foreign currency statements.4
28. If a foreign entity whose balance sheet date differs from 
that of the enterprise is consolidated or combined with or 
accounted for by the equity method in the financial 
statements of the enterprise, the current rate is the rate in 
effect at the foreign entity’s balance sheet date for purposes of 
applying the requirements of this Statement to that foreign 
entity.
Use of Averages or Other Methods of Approximation
29. Literal application of the standards in this Statement 
might require a degree of detail in record keeping and
4If unsettled intercompany transactions are subject to and translated using 
preference or penalty rates, translation of foreign currency statements at the 
rate applicable to dividend remittances may cause a difference between 
intercompany receivables and payables. Until that difference is eliminated by 
settlement of the intercompany transaction, the difference shall be treated as 
a receivable or payable in the enterprise’s financial statements.
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com putations that could be burdensome as well as 
unnecessary to produce reasonable approximations of the 
results. Accordingly, it is acceptable to use averages or other 
methods of approximation. For example, the propriety of using 
average rates to translate revenue and expense amounts is 
noted in paragraph 12. Likewise, the use of other time- and 
effort-saving methods to approximate the results of detailed 
calculations is permitted.
Disclosure
30. The aggregate transaction gain or loss included in 
determining net income for the period shall be disclosed in the 
financial statements or notes thereto. For that disclosure, 
gains and losses on forward contracts determined in 
conformity with the requirements of paragraphs 18 and 19 
shall be considered transaction gains or losses. Certain 
enterprises, primarily banks, are dealers in foreign exchange. 
Although certain gains or losses from dealer transactions may 
fit the definition of transaction gains or losses in this 
Statement, they may be disclosed as dealer gains or losses 
rather than as transaction gains or losses.
31. An analysis of the changes during the period in the 
separate component of equity for cumulative translation 
adjustments shall be provided in a separate financial 
statement, in notes to the financial statements, or as part of a 
statement of changes in equity. At a minimum, the analysis 
shall disclose:
a. Beginning and ending amount of cumulative translation 
adjustments
b. The aggregate adjustment for the period resulting from 
translation adjustments (paragraph 13) and gains and 
losses from certain hedges and intercompany balances 
(paragraph 20)
c. The amount of income taxes for the period allocated to 
translation adjustments (paragraph 24)
d. The amounts transferred from cumulative translation 
adjustments and included in determining net income for 
the period as a result of the sale or complete or
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substantially complete liquidation of an investment in a 
foreign entity (paragraph 14)
32. An enterprise’s financial statements shall not be adjusted 
for a rate change that occurs after the date of the enterprise’s 
financial statements or after the date of the foreign currency 
statements of a foreign entity if they are consolidated, 
combined, or accounted for by the equity method in the 
financial statements of the enterprise. However, disclosure of 
the rate change and its effects on unsettled balances 
pertaining to foreign currency transactions, if significant, 
may be necessary.
Effective Date and Transition
33. This Statement shall be effective for fiscal years 
beginning on or after December 15, 1982, although earlier 
application is encouraged. The initial application of this 
Statement shall be as of the beginning of an enterprise’s fiscal 
year. Financial statements for fiscal years before the effective 
date, and financial summaries or other data derived 
therefrom, may be restated to conform to the provisions of 
paragraphs 5-29 of this Statement. In the year that this 
Statement is first applied, the financial statements shall 
disclose the nature of any restatement and its effect on income 
before extraordinary items, net income, and related per-share 
amounts for each fiscal year restated. If the prior year is not 
restated, disclosure of income before extraordinary items and 
net income for the prior year computed on a pro forma basis is 
permitted.
34. The effect of translating all of a foreign entity’s assets and 
liabilities from a foreign functional currency into the 
reporting currency at the current exchange rate as of the 
beginning of the year for which this Statement is first applied 
shall be reported as the opening balance of the cumulative 
translation adjustments component of equity. The effect of 
remeasuring a foreign entity’s deferred income taxes and life 
insurance policy acquisition costs at the current exchange rate 
(paragraph 54) as of the beginning of the year for which this 
Statement is first applied shall be reported as an adjustment 
of the opening balance of retained earnings.
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35. Amounts deferred on forward contracts that (a) under 
Statement 8 were accounted for as hedges of identifiable 
foreign currency commitments to receive proceeds from the 
use or sale of nonmonetary assets translated at historical 
rates, and (b) are canceled at the time this Statement is first 
applied, shall be included in the opening balance of the 
cumulative translation adjustments component of equity up 
to the amount of the offsetting adjustment attributable to 
those nonmonetary assets.
36. Financial statements for periods beginning on or after the 
effective date of this Statement shall include the disclosures 
specified by paragraphs 30-32. To the extent practicable, those 
disclosures shall also be included in financial statements for 
earlier periods that have been restated pursuant to para­
graph 33.
37. Financial statements of enterprises that first adopt this 
standard for fiscal years ending on or before March 31, 1982 
shall disclose the effect of adopting the new standard on 
income before extraordinary items, net income, and related 
per-share amounts for the year of the change. Those 
disclosures are not required for financial statements of 
enterprises that first adopt this standard for subsequent fiscal 
years.
38. The Board expects to issue an Exposure Draft proposing an 
amendment of FASB Statement No. 33, Financial Reporting 
and Changing Prices, to be consistent with the functional 
currency approach to foreign currency translation. Prior to 
issuance of a final amendment of Statement 33, enterprises 
that adopt this Statement and that are subject to the 
requirements of Statement 33 shall have either of the 
following options:
a. They may prepare the supplementary information based 
on this Statement and on the proposed amendment of 
Statement 33.
b. They may prepare the supplementary information based 
on the application of Statement 8 and on the provisions of 
existing Statement 33. (Under this option, historical cost
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information based on the application of Statement 8 shall 
be presented in the supplementary information for 
comparison with the constant dollar and current cost 
information.)
Enterprises that would become subject to the requirements of 
Statement 33 as a result of adopting this Statement are 
exempt from the requirements of Statement 33 until the 
effective date of this Statement.
The provisions of this Statement need 
not be applied to immaterial items.
This Statement was adopted by the affirmative votes of four 
members of the Financial Accounting Standards Board. Messrs. 
Block, Kirk, and Morgan dissented.
Messrs. Block, Kirk, and Morgan dissent to the issuance of 
this Statement. They start from a premise different from that 
underlying th is Statem ent. They believe that more 
meaningful consolidated results are attained by measuring 
costs, cost recovery, and exchange risk from a dollar 
perspective rather than from multiple functional currency 
perspectives. Accordingly, the dissenters do not believe that 
this Statement improves financial reporting. In their opinion, 
improved financial reporting would have resulted from an 
approach that:
a. Adopted objectives of translation that retained the 
concept of a single consolidated entity and a single u n it o f  
m easure (that is, all elements of U.S. consolidated 
financial statements would be measured in dollars rather 
than multiple functional currencies)
b. Avoided creating direct entries to equity
c. Essentially retained Statement 8’s translation method, 
with an exception being translation of locally sourced 
inventory at the current rate
d. Recognized all gains and losses in net income (that is, no 
separate and different accounting for transaction gains or
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losses and translation adjustments), but allowed for a 
separate and distinct presentation of those gains and 
losses within the income statement
e. Recognized additional contractual arrangements (for 
example, operating leases and take-or-pay contracts) that 
effectively hedged an exposed net monetary liability 
position
The dissenters recognize that such an approach would not 
satisfy all of the critics of Statement 8, but they believe it 
would have avoided the more far-reaching implications of the 
functional currency theory. They acknowledge that 
translating certain inventories at current rates departs from 
historical cost in dollars. However, they would accept that 
departure on pragmatic grounds as part of a solution to an 
exceedingly difficult problem.
As further discussed in subsequent paragraphs, the 
dissenting Board members do not support this Statement 
because in their opinion it:
a. Builds on two incompatible premises and, as a result, 
produces anomalies and a significant but unwarranted 
reporting distinction between transaction gains and losses 
and translation adjustments
b. Adopts objectives and methods that are at variance with 
fundamental concepts that underlie present financial 
reporting
c. Incorrectly assumes that an aggregation of the results of 
foreign operations measured in functional currencies and 
expressed in dollars, rather than consolidated results 
measured in dollars, assists U.S. investors and creditors in 
assessing future cash flows to them
d. Will not result in similar accounting for similar 
circumstances
Incompatibility of Underlying Premises
The standards for translating foreign currency financial 
statements set forth in this Statement stem from two 
premises that are incompatible with each other. The first
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premise is that it is a parent company’s net investment in a 
foreign operation that is subject to exchange rate risk rather 
than the foreign operation’s individual assets and liabilities. 
The second premise is that translation should retain the 
relationships in foreign currency financial statements as 
measured by the functional currency. The premise of a parent 
company’s exposed net investment reflects a dollar perspective 
of exchange rate risk, and that calls for a dollar measure of the 
effects of exchange rate changes. The premise of retaining the 
relationships of measurements in functional currency 
financial statements calls for a functional currency measure 
of the effects of exchange rate changes.
The dissenting Board members note that although the 
tran sla tion  process can reta in  certain intraperiod 
relationships reported in functional currency financial 
statements, it cannot retain interperiod functional currency 
relationships when exchange rates change. Further, when an 
exchange rate changes between the dollar and a foreign 
currency, the value of any holdings of that currency changes 
and, from a dollar perspective, the resulting gain or loss is 
either real, or unreal, in its entirety. However, to implement 
the functional currency perspective, the standards result in a 
division of that gain or loss into two components. One is 
considered in measuring consolidated net income and the 
other is considered a translation adjustment. Thus, the 
standards require a transaction gain in income on a foreign 
operation’s holdings of a third currency when that currency 
strengthens in relation to the functional currency, even if the 
third currency has weakened in terms of dollars. That gain 
will be reported in consolidated net income despite the fact 
that it does not exist in dollar terms and can never provide 
increased dollar cash flows to U.S. investors and creditors. The 
standards inherently recognize that fact by requiring a 
compensating debit translation adjustment. (Examples that 
further illustrate these concerns are contained in paragraphs 
111-113 of the August 28, 1980 Exposure Draft, Foreign 
Currency Translation.)
The dissenters believe that the need for a translation 
adjustment that adjusts consolidated equity to the same 
amount as would have resulted had all foreign currency 
transactions of foreign operations been measured in dollars
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demonstrates the incompatibility of the two underlying 
premises. They believe that incompatibility is further 
demonstrated by the differing views of the nature of 
translation adjustments described in paragraphs 113 and 114. 
In the dissenters’ opinion, translation adjustments are, from a 
dollar perspective, gains and losses as defined in FASB 
Concepts Statement No. 3, Elements of Financial Statements of 
Business Enterprises, which should be reported in net income 
when exchange rates change. The dissenters believe that from 
a functional currency perspective, translation adjustments 
fail to meet any definition of an element of financial 
statements because they do not exist in terms of functional 
currency cash flows.
Relationship to Preexisting Fundamental Concepts
The dissenters believe the two premises underlying this 
Statement (discussed above) challenge and reject the dollar 
perspective that underlies existing theories of historical cost 
and capital maintenance, inflation accounting, consolidation, 
and realization. The rejection of the dollar perspective has 
ramifications far beyond this project and was unnecessary in 
a translation project.
While not explicitly stated, today’s accounting model 
includes the capital maintenance concept that income of a 
consolidated U.S. entity exists only after recovery of historical 
cost measured in dollars. For example, prior to this Statement, 
the gain on the sale by a foreign operation of an 
internationally priced inventory item or a marketable security 
would have been measured by comparing the dollar equivalent 
sales price with the fixed dollar equivalent historical cost of 
the item. This Statement changes that. It remeasures the 
dollar equivalent cost while the item is held (measured by 
changes in the exchange rate between the foreign currency 
and the dollar) and treats that remeasurement as a 
translation adjustment, seldom if ever to be reported in net 
income. Under this Statement, consolidated net income, 
although expressed in dollars, does not represent the measure 
of income after maintaining capital measured in dollars. The 
dissenters believe that U.S. investors’ and creditors’ decisions 
are based on a dollar perspective of capital maintenance. Not
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only does this Statement change income measurement and 
capital maintenance concepts in the primary financial 
statements but it also implies the need to modify the 
measurement of changes in current costs (sometimes referred 
to as holding gains or losses) in Statement 33 and, likewise, to 
change that Statement’s requirements for constant dollar 
accounting to constant functional currency accounting.
This Statement abandons the long-standing principle that 
consolidated results should be measured from a single 
perspective rather than multiple perspectives. The dissenters 
believe (for the reasons set forth in paragraphs 83-95 of 
Statement 8) that a single perspective is essential for (a) valid 
addition and subtraction in the measurement of financial 
position and periodic net income and (b) the understandability 
and representational faithfulness of consolidated results 
presented in dollars and described as being prepared on the 
historical cost basis. The dissenters believe that readers of 
financial statements are better served by having consolidated 
financial statements prepared in terms of a common 
benchmark—a single unit of measure. This means to the 
d issen ters th a t the translation process is one of 
remeasurement of the individual items of foreign financial 
statements (not net investments) into dollars—much in the 
sam e way as S ta tem en t 33 presently  requires a 
remeasurement of individual items of financial statements 
(not net investments) from nominal dollar measures into 
constant dollars.
The Statem ent introduces a concept of realization 
(paragraphs 71, 111, 117, and 119) different from any 
previously applied in consolidated financial statements. It 
requires the results of foreign operations to be measured in 
various functional currencies and then translated into dollars 
and included in consolidated net income. It defers recognizing 
in net income the effects of exchange rate changes from a 
dollar perspective on the individual assets and liabilities of 
those same foreign operations until an indefinite future period 
that will almost always be beyond the point in time that those 
individual assets and liabilities have ceased to exist. As a 
result, the dollar effects of a rate change on current operating 
revenues are recognized when they occur by reporting in the 
translated income statement an increased or decreased dollar
59
equivalent for those revenues versus the dollar equivalent of 
identical revenues generated before the rate change. However, 
the effects of the same rate change on the uncollected 
receivables from those previous revenue transactions are not 
included in net income until liquidation of the foreign 
operation. By not recognizing in net income the effects of 
exchange rate changes on existing receivables, this Statement 
results in sales denominated in a foreign currency being 
accounted for as if they had been denominated in dollars. That 
result is a focal point of the criticism made in this Statement 
(paragraph 75) about Statement 8. However, unlike this 
Statement, Statement 8 recognized that foreign currency 
sales are not denominated in dollars and therefore it required 
that the effects of exchange rate changes on all foreign 
currency denominated receivables be recognized in net 
income. To do otherwise places the enterprise in the 
anomalous position of having recognized the entire effect of 
the rate change on a current transaction while holding in 
suspense its effect on a previous transaction until liquidation 
of the foreign operation.
This Statement accepts the use of the Statement 8 
methodology (that is, using the dollar as the functional 
currency) for some foreign operations (including all operations 
in highly inflationary economies), but at the same time 
criticizes that methodology. It asserts that the Statement 8 
methodology results in accounting as if all transactions were 
conducted in the economic environment of the United States 
and in dollars (paragraphs 74, 75, and 86). The dissenters 
believe such views were convincingly rebutted in paragraphs 
94 and 95 of Statement 8, as follows:
Some respondents to the Exposure Draft 
criticized that objective as an attempt to account 
for local and foreign currency transactions of 
foreign  operations as if they were dollar 
transactions or, to a few respondents, as if they were 
dollar transactions in the United States. In the 
Board’s judgment, those criticisms are not valid. 
Neither the objective nor the procedures to 
accomplish it change the denomination of a 
transaction or the environment in which it occurs.
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The procedures adopted by the Board are consistent 
w ith the purpose of consolidated financial 
statements. The foreign currency transactions of an 
enterprise and the local and foreign currency 
transactions of its foreign operations are translated 
and accounted for as transactions of a single 
enterprise. The denomination of transactions and 
the location of assets are not changed; however, the 
se p a r a te  corporate id e n tit ie s  w ith in  the  
consolidated group are ignored. Translation 
procedures are merely a means of remeasuring in 
dollars amounts that are denominated or originally 
measured in foreign currency. That is, the 
procedures do not attempt to simulate what the cost 
of a foreign plant would have been had it been 
located in the United States; instead, they 
recognize the factors that determined the plant’s 
cost in the foreign location and express that cost in 
dollars.
If translation procedures were capable of 
changing the denomination of an asset or liability 
from foreign currency to dollars, no exchange risk 
would be present.
Effects on Cash Flow Assessments
The dissenters believe that U.S. investors and creditors 
should be provided with information about a multinational 
enterprise’s performance measured in dollars because that is 
the currency in which, ultimately, the enterprise makes cash 
payments to them. Foreign exchange exposure to a U.S. 
investor or creditor is the exposure to increased or decreased 
potential dollar cash flows caused by changes in exchange 
rates between foreign currencies and the dollar. Changes in 
exchange rates between two foreign currencies are not 
relevant, except to the extent that each such foreign 
currency’s exchange rate for the dollar changes.
Supporting the functional currency perspective is the 
assenters’ view (paragraphs 73, 75, 97, and elsewhere) that a 
translated functional currency income statement better 
provides U.S. investors and creditors with information
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necessary in assessing future cash flows than does an income 
statement whose components have been measured from a 
dollar perspective. The dissenting view is that a translated 
functional currency income statement is inappropriate 
because it can include items that (a) do not exist for the 
consolidated enterprise (for example, transaction gains on 
intercom pany trade receivables or m onetary item s 
denominated in dollars) or (b) are incorrectly measured (for 
example, a gain on a holding of a third currency that 
significantly strengthens against the dollar but only 
moderately strengthens against the functional currency). It 
can also exclude items that do exist for the consolidated 
enterprise (for example, a gain on a monetary asset 
denominated in a foreign operation’s functional currency 
when that currency strengthens against the dollar).
The dissenters see no persuasive reasoning to support the 
belief that external users want or need to know the amount of 
transaction gains or losses as measured from the perspective 
of the manager of the foreign operation (that is, in functional 
currency), while at the same time wanting a balance sheet 
that is measured from a dollar perspective—a balance sheet 
that denies the usefulness of the foreign perspective. (The 
previously referenced examples in the August 1980 Exposure 
Draft also further illustrate this concern.)
Similar Accounting for Similar Circumstances
The dissenters believe that the criteria in paragraph 42 for 
deciding between the Statement 8 translation method and the 
current rate method are inappropriate (for the reasons set 
forth in paragraphs 140-151 of Statement 8). They also believe 
that application of those criteria will not result in similar 
accounting for similar situations.
Likewise, the absence of effective criteria that would 
objectively indicate when foreign currency transactions 
(paragraph 20(a)) and forward exchange contracts (paragraph 
21) are hedges creates the possibility that transaction gains or 
losses that should be reported in net income currently may 
instead be reported as translation adjustments or deferred as 
hedges of commitments.
The variety of permissible methods of transition from the
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existing Statement 8 requirements may also result in similar 
circumstances being accounted for differently. Mr. Morgan 
believes the transition paragraphs should have required that 
the amount necessary to adjust from the Statement 8 basis to 
the new basis be reported as the opening translation 
adjustment in equity for the first year in which the new 
Statement becomes effective. To restate any year prior to the 
effective date of this Statement may foster an inappropriate 
conclusion, namely, that those restated results are the results 
an entity might have experienced had the new Statement been 
in effect for earlier periods. There is considerable evidence 
that many enterprises alter their hedging of foreign exchange 
exposure depending on the accounting standards currently in 
effect. Thus, restated financial statements for those entities, 
whether required or done voluntarily, could not accurately 
reflect what might have happened had this Statement been in 
effect. V oluntary resta tem en t also dim inishes the 
comparability of financial reporting among companies. In Mr. 
Morgan’s view, the Board should have prohibited restatement 
as a method of transition to this new Statement.
Members of the Financial Accounting Standards Board:
Donald J. Kirk, Chairman 
Frank E. Block 
John W. March 
Robert A. Morgan 
David Mosso 
Robert T. Sprouse 
Ralph E. Walters
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Appendix A
DETERMINATION OF THE FUNCTIONAL CURRENCY
39. An entity’s functional currency is the currency of the 
primary economic environment in which the entity operates 
normally, that is the currency of the environment in which an 
entity primarily generates and expends cash. The functional 
currency of an entity is, in principle, a matter of fact. In some 
cases, the facts will clearly identify the functional currency; 
in other cases they will not.
40. It is neither possible nor desirable to provide unequivocal 
criteria to identify the functional currency of foreign entities 
under all possible facts and circumstances and still fulfill the 
objectives of foreign currency translation. Arbitrary rules 
that might dictate the identification of the functional 
currency in each case would accomplish a degree of superficial 
uniformity but, in the process, might diminish the relevance 
and reliability of the resulting information.
41. The Board has developed, with significant input from its 
task force and other advisors, the following general guidance 
on indicators of facts to be considered in identifying the 
functional currency. In those instances in which the 
indicators are mixed and the functional currency is not 
obvious, management’s judgment will be required in order to 
determine the functional currency that most faithfully 
portrays the economic results of the entity’s operations and 
thereby best achieves the objectives of foreign currency 
translation set forth in paragraph 4. Management is in the 
best position to obtain the pertinent facts and weigh their 
relative importance in determining the functional currency 
for each operation. It is important to recognize that 
management’s judgment is essential and paramount in this 
determination, provided only that it is not contradicted by the 
facts.
42. The salient economic factors set forth below, and possibly
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others, should be considered both individually and collectively
when determining the functional currency.
a. Cash flow indicators
(1) Foreign Currency—Cash flows related to the foreign 
entity’s individual assets and liabilities are primarily 
in the foreign currency and do not directly impact the 
parent company’s cash flows.
(2) Parent’s Currency—Cash flows related to the foreign 
entity’s individual assets and liabilities directly 
impact the parent’s cash flows on a current basis and 
are readily available for remittance to the parent 
company.
b. Sales price indicators
(1) Foreign Currency—Sales prices for the foreign entity’s 
products are not primarily responsive on a short-term 
basis to changes in exchange rates but are determined 
more by local competition or local government 
regulation.
(2) Parent’s Currency—Sales prices for the foreign 
entity’s products are primarily responsive on a 
short-term basis to changes in exchange rates; for 
example, sales prices are determined more by 
worldwide competition or by international prices.
c. Sales market indicators
(1) Foreign Currency—There is an active local sales 
market for the foreign entity’s products, although 
there also might be significant amounts of exports.
(2) Parent’s Currency—The sales market is mostly in the 
parent’s country or sales contracts are denominated in 
the parent’s currency.
d. Expense indicators
(1) Foreign Currency—Labor, materials, and other costs 
for the foreign entity’s products or services are 
primarily local costs, even though there also might be 
imports from other countries.
(2) Parent’s Currency—Labor, materials, and other costs 
for the foreign entity’s products or services, on a 
continuing basis, are primarily costs for components 
obtained from the country in which the parent 
company is located.
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e. Financing indicators
(1) F o re ig n  C u rren cy  — F in a n c in g  is  p rim arily  
denominated in foreign currency, and funds generated 
by the foreign entity’s operations are sufficient to 
serv ice  ex istin g  and normally expected debt 
obligations.
(2) Parent’s Currency—Financing is primarily from the 
parent or other dollar-denominated obligations, or 
funds generated by the foreign entity’s operations are 
not sufficient to service existing and normally 
expected debt obligations without the infusion of 
additional funds from the parent company. Infusion of 
additional funds from the parent company for 
expansion is not a factor, provided funds generated by 
the foreign entity’s expanded operations are expected 
to be sufficient to service that additional financing.
f. Intercompany transactions and arrangements indicators
(1) Foreign Currency—There is a low volume of 
intercompany transactions and there is not an 
extensive interrelationship between the operations of 
the foreign entity and the parent company. However, 
the foreign entity’s operations may rely on the 
parent’s or affiliates’ competitive advantages, such as 
patents and trademarks.
(2) Parent’s Currency—There is a high volume of 
intercompany transactions and there is an extensive 
interrelationship between the operations of the 
foreign entity and the parent company. Additionally, 
the parent’s currency generally would be the 
functional currency if the foreign entity is a device or 
shell corporation for holding investments, obligations, 
intangible assets, etc., that could readily be carried on 
the parent’s or an affiliate’s books.
43. In some instances, a foreign entity might have more than 
one distinct and separable operation. For example, a foreign 
en tity  m ight have one operation that sells parent- 
company-produced products and another operation that 
manufactures and sells foreign-entity-produced products. If 
those two operations are conducted in different economic 
environments, those two operations might have different
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functional currencies. Similarly, a single subsidiary of a 
financial institution might have relatively self-contained and 
integrated operations in each of several different countries. In 
circumstances such as those described above, each operation 
may be considered to be an entity as that term is used in this 
Statement; and, based on the facts and circumstances, each 
operation might have a different functional currency.
44. Foreign investments that are consolidated or accounted 
for by the equity method are controlled by or subject to 
significant influence by the parent company. Likewise, the 
parent’s currency is often used for m easurem ents, 
assessments, evaluations, projections, etc., pertaining to 
foreign  in v estm en ts  as part of th e m an agem en t  
decision-making process. Such management control, decisions, 
and resultant actions may reflect, indicate, or create economic 
facts and circumstances. However, the exercise of significant 
management control and the use of the parent’s currency for 
decision-making purposes do not determine, per se, that the 
parent’s currency is the functional currency for foreign 
operations.
45. Once a determination of the functional currency is made, 
that decision shall be consistently used for each foreign entity  
u n less  s ig n if ic a n t changes in economic facts and 
circumstances indicate clearly that the functional currency 
has changed. (APB Opinion No. 20, Accounting Changes, 
paragraph 8, states that “adoption or modification of an 
accounting principle necessitated by transactions or events 
that are clearly different in substance from those previously 
occurring” is not a change in accounting principles.)
46. If the functional currency changes from a foreign 
currency to the reporting currency, translation adjustments 
for prior periods should not be removed from equity and the 
translated amounts for nonmonetary assets at the end of the 
prior period become the accounting basis for those assets in 
the period of the change and subsequent periods. If the 
functional currency changes from the reporting currency to a 
foreign currency, the adjustment attributable to current-rate 
translation of nonmonetary assets as of the date of the change
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should be reported in the cumulative translation adjustments 
component of equity.
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Appendix B
REMEASUREMENT OF THE BOOKS OF RECORD INTO 
THE FUNCTIONAL CURRENCY*
Introduction
47. Paragraph 12 of this Statement requires that all of a 
foreign entity’s assets and liabilities shall be translated from 
the entity’s functional currency into the reporting currency 
using the current exchange rate. Paragraph 12 also requires 
that revenues, expenses, gains, and losses be translated using 
the rates on the dates on which those elements are recognized 
during the period. The specified result can be reasonably 
approximated by using an appropriately weighted average 
exchange rate for the period. If an entity’s books of record are 
not maintained in its functional currency, this Statement 
(paragraph 10) requires remeasurement into the functional 
currency prior to the translation process. If a foreign entity’s 
functional currency is the reporting currency, remeasurement 
into the reporting currency obviates translation. The 
remeasurement process should produce the same result as if 
the entity’s books of record had been initially recorded in the 
functional currency. To accomplish that result, it is necessary 
to use historical exchange rates between the functional 
currency and another currency in the remeasurement process 
for certain accounts (the current rate will be used for all 
others), and this appendix identifies those accounts. To 
accomplish that result, it is also necessary to recognize 
currently in income all exchange gains and losses from 
remeasurement of monetary assets and liabilities that are not 
denominated in the functional currency (for example, assets 
and liabilities that are not denominated in dollars if the dollar 
is the functional currency).
48. The table below lists common nonmonetary balance sheet 
items and related revenue, expense, gain, and loss accounts
*The guidance in this appendix applies only to those instances in which the 
books of record are not maintained in the functional currency.
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that should be remeasured using historical rates in order to 
produce the same result in terms of the functional currency 
that would have occurred if those items had been initially 
recorded in the functional currency.
Accounts to Be Remeasured Using 
Historical Exchange Rates
Marketable securities carried at cost
- Equity securities- Debt securities not intended to be held until maturity 
Inventories carried at cost
Prepaid expenses such as insurance, advertising, and rent 
Property, plant, and equipment
Accumulated depreciation on property, plant, and equipment
Patents, trademarks, licenses, and formulas
Goodwill
Other intangible assets
Deferred charges and credits, except deferred income taxes and policy acquisition costs for life insurance companies
Deferred income
Common stock
Preferred stock carried at issuance price
Examples of revenues and expenses related to nonmonetary 
items:
Cost of goods sold
Depreciation of property, plant, and equipment 
Amortization of intangible items such as goodwill, 
patents, licenses, etc.
Amortization of deferred charges or credits except de­
ferred income taxes and policy acquisition costs for life 
insurance companies
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Inventories—Applying the Rule of Cost or Market,
Whichever Is Lower, to Remeasure Inventory Not Recorded 
in the Functional Currency
49. The rule of cost or market, whichever is lower (as 
described in Statement 6 of Chapter 4, “Inventory Pricing,” of 
ARB 43), requires special application when the books of record 
are not kept in the functional currency. Inventories carried at 
cost in the books of record in another currency should be first 
remeasured to cost in the functional currency using historical 
exchange rates. Then, historical cost in the functional 
currency is compared with market as stated in the functional 
currency. Application of the rule in functional currency may 
require write-downs to market in the functional currency 
statements even though no write-down has been made in the 
books of record maintained in another currency. Likewise, a 
write-down in the books of record may need to be reversed if  
market exceeds historical cost as stated in the functional 
currency. If inventory5 has been written down to market in 
the functional currency statements, that functional currency 
amount shall continue to be the carrying amount in the 
functional currency financial statements until the inventory 
is sold or a further write-down is necessary.
50. Literal application of the rule of cost or market, whichever
5An asset other than inventory may sometimes be written down from 
historical cost. Although that write-down is not under the rule of cost or 
market, whichever is lower, the approach described in this paragraph might 
be appropriate. That is, a write-down may be required in the functional 
currency statements even though not required in the books of record, and a 
write-down in the books of record may need to be reversed before 
remeasurement to prevent the remeasured amount from exceeding functional 
currency historical cost.
73
is lower, may require an inventory write-down6 in functional 
currency financial statem ents for locally acquired inventory7 
if the value of the currency in which the books of record are 
maintained has declined in relation to the functional currency 
between the date the inventory was acquired and the date of 
the balance sheet. Such a write-down may not be necessary, 
however, if the replacement costs or selling prices expressed in 
the currency in which the books of record are maintained have 
increased sufficiently so that market exceeds historical cost as 
measured in functional currency. Paragraphs 51-53 illustrate 
this situation.
51. Assume the following:
a. When the rate is BR* 1 = FC2.40, a foreign subsidiary of a 
U.S. company purchases a unit of inventory at a cost of 
BR500 (measured in functional currency, FC1,200).
b. At the foreign subsidiary’s balance sheet date, the current 
rate is BR1 = FC2.00 and the current replacement cost of 
the unit of inventory is BR560 (measured in functional 
currency, FC1,120).
c. N et realizable value is BR630 (measured in functional 
currency, FC 1,260).
d. Net realizable value reduced by an allowance for an 
approximately normal profit margin is BR550 (measured 
in functional currency, FC1,100).
6This paragraph is not intended to preclude recognition of gains in a later 
interim period to the extent of inventory losses recognized from market 
declines in earlier interim periods if losses on the same inventory are 
recovered in the same year, as provided by paragraph 14(c) of APB Opinion 
No. 28, Interim Financial Reporting, which states: “Inventory losses from 
market declines should not be deferred beyond the interim period in which the 
decline occurs. Recoveries of such losses on the same inventory in later 
interim periods of the same fiscal year through market price recoveries should 
be recognized as gains in the later interim period. Such gains should not 
exceed previously recognized losses. Some market declines at interim dates, 
however, can reasonably be expected to be restored in the fiscal year. Such 
temporary market declines need not be recognized at the interim date since no 
loss is expected to be incurred in the fiscal year.”
 7An inventory write-down also may be required for imported inventory.
*BR = Currency in which the books of record are maintained 
FC = Functional currency
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Because current replacement cost as measured in the 
functional currency (FC1,120) is less than historical cost as 
measured in the functional currency (FC1,200), an inventory 
write-down of FC80 is required in the functional currency 
financial statements.
52. Continue to assume the same information in the preceding 
example but substitute a current replacement cost at the 
foreign subsidiary’s balance sheet date of BR620. Because 
market as measured in the functional currency (BR620 x 
FC2.00 = FC1,240) exceeds historical cost as measured in the 
functional currency (BR500 x FC2.40 = FC1,200), an 
inventory write-down is not required in the financial 
statements.
53. As another example, assume the information in paragraph 
51, except that selling prices in terms of the currency in which 
the books of record are maintained have increased so that net 
realizable value is BR720 and net realizable value reduced by 
an allowance for an approximately normal profit margin is 
BR640. In that case, because replacement cost measured in 
functional currency (BR560 x FC2.00 = FC1,120) is less than 
net realizable value reduced by an allowance for an 
approximately normal profit margin measured in functional 
currency (BR640 x FC2.00 = FC1,280), market is FC1,280. 
Because market as measured in the functional currency 
(FC1,280) exceeds historical cost as measured in the 
functional currency (BR500 x FC2.40 = FC1,200), an 
inventory write-down is not required in the functional 
currency financial statements.
Deferred Taxes and Policy Acquisition Costs
54. Statement 8 required certain deferred taxes that do not 
relate to assets or liabilities translated at current rates to be 
translated at historical rates.8 Interpretation 15 required 
unamortized policy acquisition costs of a stock life insurance 
company to be translated at historical rates.9 In Statement 33,
8Statement 8, paragraphs 50-52.
9Interpretation 15, paragraph 4.
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the Board decided that, because of the close relationship of 
those accounts to related monetary items, a monetary 
classification should be used for the purposes of constant 
dollar accounting. For similar reasons, the Board decided to 
retain the classification required by Statement 33 for the 
purposes of remeasurement of an entity’s books of record into 
its functional currency.
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Appendix C
BASIS FOR CONCLUSIONS 
Introduction
55. This appendix reviews considerations that were deemed 
significant by members of the Board in reaching the 
conclusions in this Statement. The Board members who 
assented to this Statement did so on the basis of the overall 
considerations; individual members gave greater weight to 
some factors than to others.
Nature of the Problem
56. Operations and transactions of an enterprise are affected 
by the changing prices of goods and services it buys and sells 
relative to a unit of currency, which is usually also the 
measuring unit for financial reporting.
57. If the enterprise operates in more than one currency 
environment, it is affected by the changing prices of goods and 
services in more than one economic environment and, 
additionally, by changes in relative prices among the several 
units of currency in which it conducts its business.
58. The accounting model, generally referred to as the 
historical cost model, does not generally recognize the effect of 
changing prices of goods and services until there has been an 
exchange transaction, usually a sale or purchase. In general, 
then, it does not recognize unrealized holding gains resulting 
from changes in the price of goods and services relative to the 
unit of currency.
59. For enterprises conducting activities in more than a single 
currency, the practical necessities of financial reporting in a 
single currency require that the changing prices between two 
units of currency be accommodated in some fashion. People 
generally agree on this practical necessity but disagree on 
concepts and details of implementation. As a result, there is
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significant disagreement among informed observers regarding 
the basic nature, information content, and meaning of results 
produced by various methods of translating amounts from 
foreign currencies into the reporting currency. Each method 
has strong proponents and severe critics.
60. In dealing with this dilemma, the Board was faced with 
the following basic choices:
a. Changing the accounting model to one that recognizes 
currently the effects of all changing prices in the primary 
financial statements
b. Deferring any recognition of changing currency prices 
until they are realized by an actual exchange of foreign 
currency into the reporting currency
c. Recognizing currently the effect of changing currency 
prices on the carrying amounts of designated foreign 
assets and liabilities
d. Recognizing currently the effect of changing currency 
prices on the carrying amounts of all foreign assets and 
liabilities
61. Alternative (a) runs counter to the Board’s approach in 
S ta tem en t 33, w hich fosters experim entation w ith  
supplemental reporting to test the feasibility, usefulness, and 
cost of various techniques for reporting the effects of changing 
prices. Accordingly, the Board did not consider a change in the 
primary financial statem ent model to be a reasonable 
alternative for this project on foreign currency translation.
62. Alternative (b) has little or no support from the Board or 
its constituents. All transactions and balances would be 
translated at historical exchange rates—a formidable clerical 
task—until conversion to the parent’s currency occurred. 
Postponing recognition would fail to reflect the effects of 
possibly very significant economic events at the time they 
occurred, particularly those that affect transactions that must 
be settled under changed currency prices. Most would consider 
this a retreat rather than an advance toward more useful 
financial reporting.
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63. Alternative (c) is the approach taken in Statement 8. 
Although some believe this approach is conceptually 
consistent with the historical cost model, others do not agree. 
In any event, this approach has produced results that the 
Board and many constituents believe do not reflect the 
underlying economic reality of many foreign operations and 
thereby produces results that are not relevant. A summary of 
the more common criticisms of Statement 8 is included in 
paragraphs 153-156 of Appendix D.
64. Some constituents urged the Board to introduce a 
selective departure from the rationale of Statement 8 by 
simply adding selected assets to or deleting selected liabilities 
from the list of those for which the effect of changing currency 
prices is currently recognized under Statement 8. The most 
frequent proposals would translate all or some portion of 
inventory at current exchange rates. This approach would 
reduce the reported exchange gains and losses of many 
enterprises, but it would increase the reported exchange gains 
and losses of other enterprises. It would do nothing to lessen 
the impact of temporal method gains and losses on enterprises 
that have no significant amounts of inventory, such as 
financial institutions; nor would it resolve problems caused by 
large amounts of debt-financed property, plant, and 
equipment. Thus, it is not a general cure for the cited 
deficiencies and it has little or no conceptual basis.
65. Those who advocate a limited modification to translate 
inventories at the current rate generally oppose translating 
property, plant, and equipment and other nonmonetary assets 
on the same basis. As a result, depreciation allocated to 
inventory and cost of sales would be translated at the current 
rate, while depreciation allocated directly to expense would be 
translated at historical rates. This is inconsistent in concept 
and result. In the absence of any conceptual distinction among 
nonmonetary items, the list of modifications would be subject 
to requests for continuous revisions that could be assessed 
only on an arbitrary, ad hoc basis. Selective modifications of 
Statement 8 were rejected by the Board primarily on those 
grounds.
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66. The Board decided that, of the practical alternatives 
available to it, alternative (d) has the most conceptual merit, 
particularly for foreign operations that are reasonably 
self-contained. It will result in reports of financial condition 
and results of operations that, within the constraints of the 
historical cost model, will most closely reflect economic 
effects.
67. The problem is complicated by the fact that foreign 
operations differ greatly in structure and substance. In some 
situations, only certain assets and liabilities are exposed to 
foreign exchange risk, whereas in others the entire foreign 
operation or net investment is exposed to foreign exchange 
risk. These differences can significantly change the economic 
effect of exchange rate fluctuations.
68. The Board agreed that these variations in economic facts 
and circumstances should be recognized to the degree it is 
practical to do so and, accordingly, settled on the functional 
currency approach to translation as one that accommodates 
alternative (d) above, but recognizes situational differences. 
The nature of these differences and guidance for identifying 
the functional currency appears in paragraphs 41 and 42 of 
Appendix A.
69. A feature of the functional currency approach is the 
current rate translation method. The Board recognizes that 
the current rate method, although common in some other 
countries, has not been extensively used in the United States. 
Based on extensive study and due process, however, the Board 
believes that the functional currency approach best recognizes 
the substantive differences among foreign operations and best 
reflects the underlying economic effects of exchange rate 
changes in the consolidated financial statements. The 
functional currency approach encompasses:
a. Identifying the functional currency of the entity’s 
economic environment
b. Measuring all elements of the financial statements in the 
functional currency
c. Using the current exchange rate for translation from the
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functional currency to the reporting currency, if they are 
different
d. Distinguishing the economic impact of changes in 
exchange rates on a net investment from the impact of 
such changes on individual assets and liabilities that are 
receivable or payable in currencies other than the 
functional currency
Objectives of Translation
70. The functional currency approach was adopted after 
considering the following objectives of foreign currency 
translation:
a. To provide information that is generally compatible with 
the expected economic effects of a rate change on an 
enterprise’s cash flows and equity
b. To present the consolidated financial statements of an 
enterprise in conformity with U.S. generally accepted 
accounting principles
c. To reflect in consolidated financial statements the 
financial results and relationships of the individual 
consolidated entities as measured in their functional 
currencies
d. To use a “single unit of measure” for financial statements 
that include translated foreign amounts
71. Objective (a), to provide information that is generally 
compatible with the expected economic effects of a rate 
change, was adopted by the Board as the basic objective. This 
was responsive to the pervasive criticism that translation 
results under Statement 8 do not reflect the underlying reality 
of foreign operations. The Board focused on two aspects of 
accounting results and their compatibility with the economic 
effects of a rate change—changes in equity and cash flow 
consequences. Compatibility in terms of effect on equity is 
achieved, for example, if an exchange rate change that is 
favorable to an enterprise’s exposed position produces an 
accounting result that increases equity. Compatibility in 
terms of cash flow consequences is achieved if rate changes 
that are reasonably expected to impact either functional or
83
reporting currency cash flows are reflected as gains or losses 
in determining net income for the period, and the effect of rate 
changes that have only remote and uncertain implications for 
realization are excluded from determining net income for the 
period.
72. The Board believes that objective (b), conformity with 
U.S. generally accepted accounting principles, is implicit in 
and basic to the purpose of all the Board’s activities on every 
technical project and need not be singled out as a separate 
objective for foreign currency translation.
73. The primary focus of financial reporting is information 
about an enterprise’s performance provided by measures of 
income and its components. Those who are concerned with the 
prospects for net cash flows are especially interested in that 
information.10 The prospects for net cash flows of a foreign 
entity are necessarily derived from its performance in terms of 
transactions and events that occur in its functional currency; 
in turn, prospects for net cash flows to the consolidated 
enterprise from the foreign entity are necessarily derived from 
reinvestment of those functional currency net cash flows or 
their conversion and distribution. Accordingly, the Board 
believes that the performance of a foreign entity is best 
measured by U.S. generally accepted accounting principles 
applied in terms of the functional currency in which the entity 
primarily conducts its business, generates and expends cash, 
and reinvests or converts and distributes cash to its parent.
74. The purpose of translating the functional currency to the 
reporting currency, if the two are different, is to restate the 
functional currency financial statements in terms of the 
reporting currency for inclusion in consolidated financial 
statements. The process should retain the financial results 
and relationships that were created in the economic 
environment of the foreign operations; it should not 
remeasure individual financial statement elements as if the 
operations had been conducted in the economic environment of
10FASB Concepts Statement No. 1, Objectives of Financial Reporting by 
Business Enterprises, paragraph 43.
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the reporting currency. Only by retaining the functional 
currency relationships of each operating entity is it possible to 
portray aggregate performance in different operating 
environments for purposes of consolidation. Accordingly, in 
addition to adopting objective (a), the Board also adopted 
objectives (b) and (c) in combination.
75. Objective (d), to use a “single unit of measure” (for 
example, the dollar) for financial statements that include 
translated amounts, is the stated premise of the temporal 
method set forth in Statement 8. In the Board’s view, that 
premise reflects in consolidated financial statements the 
transactions of the entire group, including foreign operations, 
as though all operations were extensions of the parent’s 
domestic activities and all transactions were conducted and 
measured in the parent’s reporting currency. That premise 
does not recognize that the assets, liabilities, and operations of 
foreign entities frequently exist, in fact, in other economic and 
currency environments and produce and consume foreign 
currency cash flows in those other environments. By requiring 
all foreign currency transactions to be remeasured as if they 
all had occurred in dollars, the “single unit of measure” 
approach obscures the fact that foreign entities acquire assets, 
incur and settle liabilities, and otherwise conduct their 
operations in multiple foreign currencies. Foreign operations 
are frequently conducted exclusively in foreign currencies, 
and the flow of dollars to the parent enterprise is dependent 
upon the foreign currency net cash flows generated by the 
foreign entity and remitted to the parent. Because it does not 
accord with relevant economic facts, reliance on a “single unit 
of measure” is not always compatible with the nature of 
foreign operations that is described and discussed in 
subsequent sections of this basis for conclusions. Accordingly, 
objective (d) was not adopted.
76. The Board also believes that, to the extent practicable, the 
accounting for the translation of foreign currency 
transactions and financial statements in the United States 
should harmonize with related accounting practices followed 
in other countries of the world. The Board maintained close 
liaison with representatives of the International Accounting
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Standards Committee and the accounting standards-setting 
bodies in Canada and the United Kingdom and Ireland as this 
Statement was developed. Representatives from each of those 
groups were active participants with the Board’s foreign 
currency task force. The Accounting Standards Committee in 
the United Kingdom and Ireland has issued a proposed 
standard for foreign currency translation that is compatible 
with the standards set forth in this Statement.
The Functional Currency
77. An entity’s functional currency is the currency of the 
primary economic environment in which the entity operates; 
normally, that is the currency of the environment in which an 
entity primarily generates and expends cash.
78. The Board believes that the most m eaningful 
measurement unit for the assets, liabilities, and operations of 
an entity is the currency in which it primarily conducts its 
business, assuming that currency has reasonable stability.
79. M ultinational enterprises may consist of entities 
operating in a number of economic environments and dealing 
in a number of foreign currencies. All foreign operations are 
not alike. In order to fulfill the objectives adopted by the 
Board, it is necessary to recognize at least two broad classes of 
foreign operations.
80. In the first class are foreign operations that are relatively 
self-contained and integrated within a particular country or 
economic environment. The day-to-day operations are not 
dependent upon the economic environment of the parent’s 
functional currency; the foreign operation primarily 
generates and expends foreign currency. The foreign currency 
net cash flows that it generates may be reinvested or 
converted and distributed to the parent. For this class, the 
foreign currency is the functional currency.
81. In the second class are foreign operations that are 
primarily a direct and integral component or extension of the 
parent company’s operations. Significant assets may be
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acquired from the parent enterprise or otherwise by expending 
dollars and, similarly, the sale of assets may generate dollars 
that are available to the parent. Financing is primarily by the 
parent or otherwise from dollar sources. In other words, the 
day-to-day operations are dependent on the economic 
environment of the parent’s currency, and the changes in the 
foreign entity’s individual assets and liabilities impact 
directly on the cash flows of the parent company in the 
parent’s currency. For this class, the dollar is the functional 
currency.
82. The Board recognizes that some foreign operations will 
not fit neatly in either of the two broad classes described in 
paragraphs 80 and 81. Management’s judgment will be 
required in order to select the functional currency in those 
instances. Guidance for management in this process is 
included in Appendix A.
83. Experience with Statement 8, responses to both Exposure 
Drafts, and testimony at the public hearing repeatedly 
evidenced that no translation method can yield reliable or 
economically credible results if it fails to recognize differences 
in economic substance among different foreign currency 
operations. Statement 8 did not recognize those differences. 
Implicitly, the dollar was designated the functional currency 
for all foreign operations. For those operations for which the 
functional currency was, in fact, the foreign currency, the 
reported results created by exchange rate changes did not 
conform with the underlying economic facts and were, 
therefore, not understood or not credible.
84. Some allege that the functional currency approach does 
not “result in similar accounting for similar situations.” The 
Board believes a significant virtue of that approach is that it 
provides different accounting for significantly different 
economic facts. Because the facts will sometimes give mixed 
signals, and because management’s judgment will be required 
to identify, weigh, and interpret the facts within the 
objectives and guidance in this Statement, the Board 
acknowledges the possibility that, occasionally, situations 
that appear similar may be accounted for in different ways.
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That is always a risk when standards must be applied with 
judgment. The Board believes that risk is likely to do less 
damage to the usefulness of financial reporting than arbitrary 
rules that overlook economic differences and require different 
situations to be accounted for as though they were the same.
Consolidation of Foreign Currency Statements
85. Critics of the functional currency approach assert that it 
is not consistent with consolidation theory and that it violates 
the single entity and “single unit of measure” concepts that 
they believe underlie consolidated financial statements. The 
Board believes that, for an enterprise operating in multiple 
currency environments, a true “single unit of measure” does 
not, as a factual matter, exist.
86. As noted elsewhere, multiple units of currency are an 
economic fact of foreign operations, and a translation method 
cannot prevent the effects of multiple units from showing up 
in financial statements. The temporal method obscures the 
fact of multiple units by requiring all transactions to be 
measured as if the transactions occurred in dollars. As a 
result, it produces profit margins and earnings fluctuations 
that do not synchronize with the economic events that affect 
an entity’s operations. All translation methods, including both 
the temporal and current rate methods, involve multiple 
currency units at the foreign entity level and a single currency 
unit, the dollar, at the consolidated reporting level. They only 
differ in how they bridge from multiple units to the single 
unit.
87. Proponents of a “single unit of measure” would require the 
historical cost of inventories and property, plant, and 
equipment acquired by a foreign entity in a foreign currency 
to be measured in terms of the equivalent number of dollars at 
the date of acquisition; that is, they would translate the 
foreign currency acquisition cost using the historical 
exchange rate. Statement 8 is based on that proposition. At 
the same time, however, many of those same proponents 
recommend that present standards (that is, Statement 8) be 
improved by requiring the foreign currency acquisition cost of
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inventories to be translated using the current exchange rate. 
Whether that proposal is presented as a departure from their 
perception of generally accepted accounting principles that 
require inventories to be measured at historical cost or as a 
departure from their perception of a “single unit of measure” 
is not always clear. Whatever the nature of the exception, 
some of those recommending it would have it apply to all 
inventories acquired by a foreign entity, others only to 
inventories for which the last-in, first-out method is not used, 
others only for inventory acquired locally, and still others to 
various combinations of those possibilities. No matter how the 
proposal might be applied, it would be impossible to adopt it 
and retain both the “single unit of measure” and accounting 
for inventories at historical cost.
88. Statement 8 is frequently described as a faithful 
application of the “single unit of measure” and the historical 
cost principle. Most agree that the faithful application of the 
“single unit of measure” and the historical cost principle 
produces results that are not compatible with the expected 
economic effects of changes in exchange rates. The Board 
concluded that for many foreign entities, adhering to a “single 
unit of measure” was artificial and illusory.
89. The Board also considered the assertion made by some 
that the functional currency approach is inconsistent with the 
presentation of consolidated financial statements that include 
the individual financial statement elements (that is, assets, 
liabilities, revenues, expenses, gains, losses, etc.) of foreign 
entities. That assertion seems to be based on the notion that, 
because the functional currency approach generally considers 
the relevant economic effect of exchange rate changes to be on 
the net investment in a foreign entity rather than on certain 
of its individual financial statement elements, including in 
consolidated financial statements the individual elements 
that underlie that net investment is inappropriate. The Board 
believes that assertion is without merit.
90. As stated in paragraph 1 of ARB No. 51, Consolidated 
Financial Statements:
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The purpose of consolidated statements is to pre­
sent, primarily for the benefit of the shareholders 
and creditors of the parent company, the results of 
operations and the financial position of a parent 
company and its subsidiaries essentially as if the 
group were a single company with one or more 
branches or divisions. There is a presumption that 
consolidated statements are more meaningful than 
separate statem ents and that they are usually 
necessary for a fair presentation when one of the 
companies in the group directly or indirectly has a 
controlling financial in terest in the other 
companies.
91. The Board agrees with the presumption in ARB 51 that 
presenting in consolidated financial statements the individual 
assets, liabilities, revenues, expenses, and other elements that 
underlie a net investment in a foreign entity in which there is 
a controlling financial interest is indeed more meaningful 
than merely presenting the net investment as a single item, as 
in the parent company's separate financial statements. 
Nothing in the functional currency approach suggests that the 
various entities that are included in consolidated financial 
statements are not components of a single enterprise. The 
same individual financial statement elements are aggregated 
in consolidated financial statements using the functional 
currency approach as under the temporal method or any of the 
other methods found in practice prior to Statement 8. 
Measures of some of the elements presented in consolidated 
financial statements differ depending on the approach to 
translation, but the component entities and elements of the 
consolidated enterprise are the same.
92. Some have also suggested that adoption of the functional 
currency approach causes reporting currency measures of 
items presented in consolidated financial statements to depart 
from the historical cost model found in present practice. The 
Board has concluded that is not the case. Costs are incurred 
and exchange transactions take place in the functional 
currency; the functional currency approach preserves those 
historical costs and exchange prices. If the functional
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currency and reporting currency are different, translation of 
functional currency historical costs and exchange prices into 
their current dollar equivalent is essential to the process of 
consolidation, but the exchange rate changes affect the dollar 
equivalents of those historical costs and exchange prices, not 
the historical costs and exchange prices actually experienced 
by the foreign entity. As explained elsewhere, the Board 
concluded that the most relevant information about the 
performance and financial position of foreign entities is 
provided by the functional currency financial statements of 
those entities. Using the current exchange rate to restate 
those functional currency financial statements in terms of 
their current dollar equivalents preserves that most relevant 
information.
93. Those who believe that the functional currency approach 
is inconsistent with consolidation principles sometimes put 
the argument in terms of a U.S. perspective versus a local 
perspective. They contend that the local perspective 
incorrectly assumes that U.S. investors and creditors are 
interested in functional currency cash flows rather than in 
dollar cash flows. To the contrary, the Board has adopted the 
functional currency approach because it believes that 
approach provides the best basis for assessing an enterprise’s 
dollar cash flows. The foreign entity’s net cash flows are one 
source of dollar cash flows. However, it is only after a foreign 
entity has realized net cash flows in its functional currency 
that those cash flows can be converted to dollars. For example, 
the property, plant, and equipment of a foreign entity is used 
directly to produce functional currency revenues, and it is only 
indirectly through the entire earnings process of the foreign 
entity that the net functional currency cash flows become 
available for conversion into dollar cash flows.
Translation of Foreign Currency Statements
94. Fundamental to the functional currency approach to 
translation is the view that, generally, a U.S. enterprise is 
exposed to exchange risk to the extent of its net investment in 
a foreign operation. This view derives from a broad concept of 
economic hedging. An asset, such as plant and equipment, that
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produces revenues in the functional currency of an entity can 
be an effective hedge of debt that requires payments in that 
currency. Therefore, functional currency assets and liabilities 
hedge one another, and only the net assets are exposed to 
exchange risk.
95. If all of a foreign entity’s assets and liabilities are 
measured in its functional currency and are translated at the 
current exchange rate, the net accounting effect of a change in 
the exchange rate is the effect on the net assets of the entity. 
That accounting result is compatible with the broad concept of 
economic hedging on which the net investment view is based. 
No gains or losses arise from hedged assets and liabilities and 
the dollar equivalent of the unhedged net investment 
increases or decreases when the functional currency 
strengthens or weakens.
96. If a foreign entity transacts business in a currency other 
than its functional currency, it is exposed to exchange risk on 
assets and liabilities denominated in those currencies. That 
risk will be reflected through gains and losses in the 
functional currency. Those gains and losses affect the foreign 
entity’s functional currency net cash flows that may be 
reinvested by it or converted and distributed to the parent. 
That is equally the case for transactions of the foreign entity 
denominated in the reporting currency.
97. Another aspect of the functional currency approach 
pertains to the financial results and relationships of a foreign 
entity. The functional currency approach views the parent 
company as having an investment in a foreign business whose 
foreign currency earnings are generated in its local economic, 
legal, and political environment and accrue to the benefit of 
the parent company in the amount of the dollar equivalent of 
those earnings. That concept views the accounts of the foreign 
business measured in its functional currency in accordance 
with U.S. generally accepted accounting principles as the best 
available indicators of its performance and financial 
condition.
98. A foreign entity’s assets, liabilities, and operations exist in
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the economic environment of its functional currency. Its costs 
are incurred in its functional currency and its revenues are 
produced in its functional currency. Use of a current exchange 
rate retains those historical costs and other measurements but 
restates them in terms of the reporting currency, thereby 
preserving the relationships established in the entity’s 
economic environment. Accordingly, use of the current 
exchange rate reflects in the consolidated financial 
statements the inherent relationships appearing in the 
functional currency financial statements. If a foreign entity is 
producing net income in its functional currency, the dollar 
equivalent of that net income will be reflected in the 
consolidated financial statements. If different exchange rates 
are used for monetary and nonmonetary items, as in 
Statement 8, the translated dollar results inevitably differ 
from the entity’s functional currency results. At an extreme, if 
different rates are used for monetary and nonmonetary items, 
the results of operations for a foreign entity that, in fact, is 
operating profitably and is generating functional currency net 
cash flows may be converted to a loss merely as a result of the 
mechanical translation process. The Board believes that by 
preserving the actual indicators of performance and financial 
condition of each component entity, the consolidated financial 
statements will portray the best information about the 
enterprise as a whole.
99. Paragraph 12 of this Statement requires that a foreign 
entity’s revenues, expenses, gains, and losses be translated in 
a manner that produces amounts approximately as if the 
underlying elements had been translated on the dates they 
were recognized (sometimes referred to as the weighted 
average exchange rate). This also applies to accounting 
allocations (for example, depreciation, cost of sales, and 
amortization of deferred revenues and expenses) and requires 
translation at the current exchange rates applicable to the 
dates those allocations are included in revenues and expenses 
(that is, not the rates on the dates the related items 
originated). The objectives of the functional currency 
approach, particularly as expressed in paragraph 70(c), might 
be best served by application of a single current rate, such as
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the rate at the end of the period, to those elements. This would, 
however, require restating prior interim periods or recording 
a catch-up adjustment in income if rates change. The Board 
therefore rejected this alternative on practical grounds.
100. Translation of the statement of changes in financial 
position was the subject of frequent comment on both 
Exposure Drafts on foreign currency translation. APB 
Opinion No. 19, Reporting Changes in Financial Position, 
permits some flexibility and judgment to meet the stated 
objectives of a statem ent of changes and the Board does not 
intend to change that either by prescribing the form and 
content of the statement of changes or by requiring a separate 
compilation of complete information for each foreign 
operation. However, Opinion 19 does require disclosure of all 
important changes in financial position regardless of whether 
cash or working capital is directly affected and that 
requirement is not changed in any way by this Statement.
101. The functional currency approach applies equally to 
translation of financial statements of foreign investees 
whether accounted for by the equity method or consolidated. It 
also applies to translation after a business combination. 
Therefore, the foreign statements and the foreign currency 
transactions of an investee that are accounted for by the 
equity method should be translated in conformity with the 
requirements of this Statement in applying the equity 
method. Likewise, after a business combination accounted for 
by the purchase method, the amount allocated at the date of 
acquisition to the assets acquired and the liabilities assumed 
(including goodwill or an excess of acquired net assets over cost 
as those terms are used in APB Opinion No. 16, Business 
Combinations) should be translated in conformity with the 
requirements of this Statement. Accumulated translation 
adjustments attributable to minority interests should be 
allocated to and reported as part of the minority interest in the 
consolidated enterprise.
Translation of Operations in Highly Inflationary Economies
102. Translation of operations in highly inflationary
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economies is frequently cited as a problem if all assets and 
liabilities are translated using current exchange rates. In the 
historical cost model, a reasonably stable measuring unit is an 
essential ingredient to useful reporting of financial position 
and operating results over periods of time. Any degree of 
inflation affects the usefulness of information measured in 
nominal currency units. If historical costs are measured in 
nominal currency units in a highly inflationary environment, 
those measures of historical cost rapidly lose relevance.
103. Because it is a common condition, users of financial 
statements have developed tolerance for some inflation and in 
varying degrees compensate for it in their analyses. As 
inflation increases or persists, however, nominal currency 
units of the inflationary environment are not useful measures 
of performance or investment, and a more stable unit of 
measure must be found.
104. The point at which a substitute measuring unit is 
necessary is a subjective one. It depends on a number of 
factors, including the current and cumulative rates of 
inflation and the capital intensiveness of the operation. In 
principle, however, a more stable measuring unit is always 
preferable to a less stable one.
105. The Board has considered a number of alternative 
methods for restating to a more stable measuring unit. None 
of the methods is completely satisfactory at this time, either 
because they are deemed to be incompatible with the 
functional currency concept or because they involve some 
aspect of accounting for the effects of inflation in the basic 
financial statements. Statement 33 calls for experimentation 
with reporting the effects of inflation on a supplemental basis, 
not in the basic financial statements. Accordingly, in the 1980 
Exposure Draft, the Board proposed not to specify special 
translation provisions for reporting on operations in highly 
inflationary economies, pending resolution of the issues being 
tested in supplemental reporting on the effects of inflation.
106. Virtually every respondent to the 1980 Exposure Draft 
who addressed translation of operations in highly inflationary 
economies pointed out that, unless special provisions are
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made, the proposed translation method could report 
misleading results. Accordingly, in the revised Exposure 
Draft, the Board proposed that the financial statem ents of a 
foreign entity with a functional currency of a country that has 
a highly inflationary economy be restated to reflect changes in 
the general price level in that country prior to translation. 
Many respondents objected to the revision, generally on one or 
more of the following grounds:
a. Information restated to reflect changes in the general 
price level should not be required in the primary financial 
statements until and unless the usefulness of that 
information has been adequately demonstrated in the 
Statement 33 experiment.
b. The primary financial statements should not mix 
information presented in constant measuring units that 
reflect changes in the general price level with information 
presented in nominal monetary units.
c. The lack of reliable and timely price-level indexes in some 
highly inflationary economies constitutes a significant 
obstacle to practical application of the proposal.
107. In view of the difficulties with the proposal, the Board 
decided that the practical alternative, recommended by many 
respondents, is to require that the financial statements of 
foreign entities in those economies that meet the definition of 
highly inflationary be remeasured as if the functional 
currency were the reporting currency. This is essentially a 
pragmatic decision. The Board nonetheless believes that a 
currency that has largely lost its utility as a store of value 
cannot be a functional measuring unit. If the reporting 
currency is more stable, it can be used as the functional 
currency without introducing a form of inflation accounting.
108. The revised Exposure Draft also allowed latitude for 
restatement of operations in economies that are less than 
highly inflationary. Many respondents believed that this 
flexibility would significantly reduce the consistency and 
comparability of reporting among companies. The Board 
agreed and removed the latitude in the final Statement.
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109. The definition of a highly inflationary economy as one 
that has cumulative inflation of approximately 100 percent or 
more over a 3-year period is necessarily an arbitrary decision. 
In some instances, the trend of inflation might be as important 
as the absolute rate. It is the Board’s intention that the 
definition of a highly inflationary economy be applied with 
judgment.
Translation Adjustments
110. Translation adjustments arise from either consolidation 
or equity method accounting for a net investment in another 
entity having a different functional currency from that of the 
investor.
111. Translation adjustments do not exist in terms of 
functional currency cash flows. Translation adjustments are 
solely a result of the translation process and have no direct 
effect on reporting currency cash flows. Exchange rate 
changes have an indirect effect on the net investment that 
may be realized upon sale or liquidation, but that effect is 
related to the net investment and not to the operations of the 
investee. Prior to sale or liquidation, that effect is so uncertain 
and remote as to require that translation adjustments arising 
currently should not be reported as part of operating results.
112. Assenting Board members hold two views of the nature 
of translation adjustments. Since both views exclude these 
adjustments from net income and include them in equity, the 
Board did not consider it necessary to settle on which view 
should be accepted.
113. The first view is described in terms of a parent (investor) 
with the dollar as the reporting and functional currency and 
an investment position in another entity with a functional 
currency other than the dollar. A change in the exchange rate 
between the dollar and the other currency produces a change 
in the dollar equivalent of the net investment although there 
is no change in the net assets of the other entity measured in 
its functional currency. A favorable exchange rate change 
enhances the dollar equivalent; an unfavorable exchange rate 
change reduces the dollar equivalent. Accordingly, the
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translation adjustment reflects an economic effect of 
exchange rate changes. However, that change in the dollar 
equivalent of the net investm ent is an unrealized 
enhancement or reduction, having no effect on the functional 
currency net cash flows generated by the foreign entity which 
may be currently reinvested or distributed to the parent. For 
that reason, the translation adjustment is reported separately 
from the determination of net income. That adjustment is 
accumulated separately as part of equity. Concepts Statement 
3 defines comprehensive income as the change in equity (net 
assets) of an entity during a period from transactions from 
nonowner sources. The first view considers the translation 
adjustment to be an unrealized component of comprehensive 
income that, for the reasons given above, should be reported 
separately from net income.
114. The second view regards the translation adjustment as 
merely a mechanical by-product of the translation process, a 
process that is essential to providing aggregated information 
about a consolidated enterprise. An analogy may be drawn 
between the cum ulative foreign currency translation 
adjustment and the difference between equity (net assets) 
measured in constant dollars and the same net assets 
measured in nominal dollars. Viewed as such, the translation 
adjustment for a period should be excluded from the 
determination of net income, reported separately, and 
included as a separate component of equity. In this respect, it 
represents a restatement of previously reported equity similar 
to that developed in constant dollar accounting to restate 
equity in constant dollars from an earlier date to a current 
date after a change in the constant dollar unit of measure has 
occurred. Concepts Statement 3, in paragraph 58, anticipated 
that such restatements would be made to equity without being 
included in current-period comprehensive income.
115. Both views of the nature of translation adjustments 
report the same measure of net income and the same 
information about equity. The Board believes its requirements 
for disposition and disclosure of translation adjustments are 
consistent with both views.
116. The Board considered whether at some time the
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separately reported component of equity should be included in 
net income. Under the first view, the adjustments have 
already been included in comprehensive income and should 
not be included again. Any elimination of the separate 
component of equity should be accomplished by combining the 
different classes of items in equity. Under the second view, the 
translation adjustments are a direct restatement of equity, a 
form of capital adjustment. It would be contrary to that view 
to include them in income at any time.
117. Some respondents suggested that the translation 
adjustments be amortized to income over the lives or 
maturities of the individual assets and liabilities of the 
investee, or some relatively long arbitrary period. The Board 
did not adopt that approach because, as previously stated, 
translation adjustments are unrealized and do not have the 
characteristics of items generally included in determining net 
income.
118. The 1980 Exposure Draft called for recognition of 
translation adjustments in determining net income based 
upon permanent impairment of a net investment. That 
proposal was reconsidered and rejected. The Board concluded 
th a t any required provisions for asset-im pairm ent 
adjustments should be made prior to translation and 
consolidation.
119. Pending completion of its project on reporting 
comprehensive income, however, the Board decided to include 
the accumulated translation adjustments in net income as 
part of the net gain or loss from sale or complete or 
substantially complete liquidation of the related investment. 
Sale and complete or substantially complete liquidation were 
selected because those events generally cause a related gain or 
loss on the net investment to be recognized in net income at 
that time. That procedure recognizes the “unrealized” 
translation adjustment as a component of net income when it 
becomes “realized.” Although the information is probably 
marginal, the Board believes that this disposition is desirable 
un til the concepts of reporting all components of 
comprehensive income are further developed. This disposition 
also can be considered to be in line with the existing view that
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nonowner transactions or events that change equity should be 
recognized in net income at some point.
Transaction Gains and Losses
120. A foreign currency transaction is a transaction that is 
denominated (requires settlement) in a currency other than 
the functional currency of an entity. Foreign currency 
transactions typically result from the import or export of 
goods, services, or capital. Examples include a sale 
denominated in Swiss francs, a Swiss franc loan, and the 
holding of Swiss francs by an entity whose functional currency 
is the dollar. Likewise, a Swiss franc denominated transaction 
by a German entity or other entity whose functional currency 
is not the Swiss franc is a foreign currency transaction. For 
any entity whose functional currency is not the dollar, a 
dollar-denominated transaction is also a foreign currency 
transaction.
121. The Board has concluded that gains and losses from 
foreign currency transactions have a different economic 
nature and therefore require different accounting treatment 
from that applied to adjustments arising from translating the 
financial statements of foreign entities from their functional 
currencies into the reporting currency for the purposes of 
consolidation. Accordingly, the accounting requirements for 
disposing of transaction gains and losses and translation 
adjustments are different.
122. Transaction gains or losses arise when monetary assets 
and liab ilities (cash, receivables, and payables) are 
denominated in a currency other than the functional currency 
and the exchange rate between those currencies changes. They 
can arise at either or both the parent and the subsidiary entity 
level.
123. Transaction gains and losses have direct cash flow effects 
when foreign-denominated monetary assets or liabilities are 
settled in amounts greater or less than the functional 
currency equivalent of the original transactions.
124. The Board has concluded that such gains or losses should
100
be reflected in income when the exchange rates change rather 
than when the transaction is settled or at some other 
intermediate date or period. This is consistent with accrual 
accounting; it results in reporting the effect of a rate change 
that will have cash flow effects when the event causing the 
effect takes place.
125. Some have proposed that a transaction gain or loss 
should be deferred if the rate change that caused it might be 
reversed before the transaction is settled. The argument is 
that to recognize transaction gains and losses from rate 
changes in determ ining net income creates needless 
fluctuations in reported income if those transaction gains and 
losses might be canceled by future reversals of rate changes. 
The Board rejected the proposal on both conceptual and 
practical grounds. Past rate changes are historical facts, and 
the Board believes that users of financial statements are best 
served by accounting for rate changes that affect the 
functional currency cash flows of a foreign entity as those rate 
changes occur. The proposal is also impractical; future 
changes, including reversals, cannot be reliably predicted. As 
a result, a transaction gain or loss might ultimately have to be 
recognized during a period in which rate changes are 
unrelated to the recognized gain or loss.
126. The Board saw no conceptual basis for an alternative 
proposal for recognition of transaction gains or losses when 
unsettled balances are classified as current assets and 
liabilities (or as they became due within one year). Such a 
requirement would place emphasis on the balance sheet 
classification or settlement date rather than on the economic 
effect of the exchange rate movement. It would also add a 
further accounting complexity without a compensating 
benefit.
127. Others have proposed that transaction gains and losses, 
particularly those related to long-term debt, should be 
deferred and amortized over the life of the related liabilities as 
part of the costs of borrowing. The Board agrees that 
transaction gains and losses on amounts borrowed in a 
different currency might be considered part of the cost of the 
borrowed funds. However, no rational procedure can be
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prescribed to accrue the total cost at an average effective rate 
because until the liability is settled that average rate cannot 
be objectively determined. Amortization of the effect of past 
exchange rate changes over the remaining life of the 
borrowing does not accomplish that result. It changes the 
pattern of gain or loss recognition in net income, but it may 
retain much of the volatility that advocates seek to eliminate. 
Further, amortization allocates the effect of an exchange rate 
change to periods not related in any way to changes in rates or 
other economic events affecting the enterprise.
Foreign Currency Transactions That Hedge a Net Investment
128. Paragraph 20(a) of this Statement provides that 
transaction gains and losses attributable to a foreign currency 
transaction that is designated as, and is effective as, an 
economic hedge of a net investment in a foreign entity shall be 
reported in the same manner as translation adjustments and 
that such accounting shall commence as of the designation 
date. If a foreign currency transaction is in fact an economic 
hedge of a net investment, then the accounting for the effect 
of a rate change on the transaction should be the same as the 
accounting for the effect of the rate change on the net 
investment, that is, both of those partially or fully offsetting 
amounts should be included in the separate component of 
equity.
129. An example of the situation contemplated in paragraph 
20(a) would be a U.S. parent company with a net investment in 
a subsidiary that is located in Switzerland and for which the 
Swiss franc is the functional currency. The U.S. parent might 
also borrow Swiss francs and designate the Swiss franc loan as 
a hedge of the net investment in the Swiss subsidiary. The 
loan is denominated in Swiss francs which are not the 
functional currency of the U.S. parent and, therefore, the loan 
is a foreign currency transaction. The loan is a liability, and 
the net investment in the Swiss subsidiary is an asset. 
Subsequent to a change in exchange rates, the adjustment 
resulting from translation of the Swiss subsidiary’s balance 
sheet would go in the opposite direction from the adjustment 
resulting from translation of the U.S. parent company’s Swiss 
franc debt. To the extent that the adjustment from translation
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of the Swiss franc loan (after tax effects, if any) is less than or 
equal to the adjustment from translation of the Swiss 
subsidiary’s balance sheet, both adjustments should be 
included in the analysis of changes in the cumulative 
translation adjustment and reflected in the separate 
component of equity. However, any portion of the adjustment 
from translation of the U.S. parent company’s Swiss franc debt 
(after tax effects, if any) that exceeds the adjustment from 
translation of the Swiss subsidiary’s balance sheet is a 
transaction gain or loss that should be included in the 
determination of net income.
130. Ordinarily, a transaction that hedges a net investment 
should be denominated in the same currency as the functional 
currency of the net investment hedged. In some instances, it 
may not be practical or feasible to hedge in the same currency 
and, therefore, a hedging transaction also may be denominated 
in a currency for which the exchange rate generally moves in 
tandem with the exchange rate for the functional currency of 
the net investment hedged.
Transaction Gains and Losses Attributable to 
Intercompany Transactions
131. Paragraph 20(b) of this Statement addresses transaction 
gains and losses attributable to intercompany foreign 
currency transactions that are of a long-term investment 
nature. Transactions and balances for which settlement is not 
planned or anticipated in the foreseeable future are considered 
to be part of the net investment. This might include balances 
that take the form of an advance or a demand note payable 
provided that payment is not planned or anticipated in the 
foreseeable future. Accordingly, related gains or losses are to 
be reported and accumulated in the same manner as 
translation adjustments when financial statements for those 
entities are consolidated, combined, or accounted for by the 
equity method. Transaction gains and losses attributable to 
other intercompany transactions and balances, however, 
affect functional currency cash flows; and increases or 
decreases in actual and expected functional currency cash 
flows should be included in determining net income for the 
period in which exchange rates change.
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Foreign Currency Transactions That 
Hedge Foreign Currency Commitments
132. In response to the Board’s invitation for public comment 
on Statements 1-12, most of the comments received that 
addressed accounting for forward exchange contracts 
requested that the Board reconsider the requirement that a 
forward contract must extend from the foreign currency 
commitment date to the anticipated transaction date or a later 
date if the forward contract is to be accounted for as a hedge of 
a foreign currency commitment. Other commentators have 
requested that transactions other than forward exchange 
contracts (for example, a cash balance) also should be 
accounted for as a hedge of a commitment.
133. The Board believes that if a foreign currency 
commitment is hedged by a forward contract or by any other 
type of foreign currency transaction, the accounting for the 
foreign currency transaction should reflect the economic 
hedge of the foreign currency commitment. The existence of 
an economic hedge is a question of fact, not of form. Therefore, 
the Board did not require any linkage of the date of the 
hedging transaction with the date of the hedged commitment. 
However, the foreign currency transaction must be designated 
as, and effective as, a hedge of a foreign currency commitment. 
In some instances, it may not be practical or feasible to hedge 
in the same currency and, therefore, a hedging transaction 
also may be denominated in a currency for which the exchange 
rate generally moves in tandem with the exchange rate for the 
currency in which the hedged commitment is denominated.
Income Tax Consequences of Rate Changes
134. The Board has concluded that interperiod tax allocation 
is required if transaction gains and losses from foreign 
currency transactions are included in income in a different 
period for financial statement purposes than for tax purposes. 
This is consistent with the requirements of Opinion 11.
135. The Board also has considered the possible need to 
provide deferred taxes related to translation adjustments
104
resulting from translation of functional currency statements. 
Translation adjustments are accumulated and reported in a 
separate component of equity. Reported as such, translation 
adjustments do not affect pretax accounting income and most 
such adjustments also do not affect taxable income. 
Adjustments that do not affect either accounting income or 
taxable income do not create timing differences as defined by 
Opinion 11. However, reporting those adjustments as a 
component of equity does have the effect of increasing or 
decreasing equity, that is, increasing or decreasing an 
enterprise’s net assets. Potential future tax effects related to 
those adjustments would partially offset the increase or 
decrease in net assets. Therefore, the Board decided that 
timing differences relating to translation adjustments should 
be accounted for in the same way as timing differences 
relating to accounting income. The need for and the amount of 
deferred taxes should be determined according to the other 
requirements of Opinions 11, 23, and 24. For example, 
paragraph 23 of this Statement provides that deferred taxes 
should not be provided for translation adjustments 
attributable to an investment in a foreign entity for which 
deferred taxes are not provided on unremitted earnings. 
Similarly, Opinions 11, 23, and 24 provide guidance as to how 
to compute the amount of deferred taxes. Deferred taxes on 
translation adjustments should be computed in the same 
manner.
Elimination of Intercompany Profits
136. An intercompany sale or transfer of inventory, 
machinery, etc., frequently produces an intercompany profit 
for the selling entity and, likewise, the acquiring entity’s cost 
of the inventory, machinery, etc., includes a component of 
intercompany profit. The Board considered whether 
computation of the amount of intercompany profit to be 
eliminated should be based on exchange rates in effect on the 
date of the intercompany sale or transfer, or whether that 
computation should be based on exchange rates as of the date 
the asset (inventory, machinery, etc.) or the related expense 
(cost of sales, depreciation, etc.) is translated.
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137. The Board decided that any intercompany profit occurs 
on the date of sale or transfer and that exchange rates in effect 
on that date or reasonable approximations thereof should be 
used to compute the amount of any intercompany profit to be 
eliminated. The effect of subsequent changes in exchange 
rates on the transferred asset or the related expense is viewed 
as being the result of changes in exchange rates rather than 
being attributable to intercompany profit.
Exchange Rates
138. The Board has concluded that if multiple rates exist, the 
rate to be used to translate foreign statements should be, in 
the absence of unusual circumstances, the rate applicable to 
dividend remittances. Use of that rate is more meaningful 
than any other rate because cash flows to the reporting 
enterprise from the foreign entity can be converted at only 
that rate, and realization of a net investment in a foreign 
entity will ultimately be in the form of cash flows from that 
entity.
139. If a foreign entity’s financial statements are as of a date 
that is different from that of the enterprise and they are 
combined, consolidated, or accounted for by the equity method 
in the financial statements of the enterprise, the Board 
concluded that for purposes of applying the requirements of 
this Statement, the current rate is the rate in effect at the 
entity’s balance sheet date. The Board believes that use of that 
rate most faithfully presents the dollar equivalent of the 
functional currency performance during the entity’s fiscal 
period and position at the end of that period. Paragraph 4 of 
ARB 51 and paragraph 19(g) of APB Opinion No. 18, The 
Equity Method of Accounting for Investments in Common Stock, 
address consolidation and application of the equity method 
when a parent and a subsidiary have different fiscal periods. 
The Board believes its conclusion is consistent with those 
pronouncements.
Use of Averages or Other Methods of Approximation
140. Paragraph 12 permits the use of average rates to 
translate revenues, expenses, gains, and losses. Average rates
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used should be appropriately weighted by the volume of 
functional currency transactions occurring during the 
accounting period. For example, to translate revenue and 
expense accounts for an annual period, individual revenue and 
expense accounts for each quarter or month may be translated 
at that quarter’s or that month’s average rate. The translated 
amounts for each quarter or month should then be combined 
for the annual totals.
Disclosure
141. Paragraph 30 requires disclosure of the aggregate 
transaction gain or loss included in the determination of net 
income for the period. A transaction gain or loss does not 
measure, nor is it necessarily an indicator of, the full economic 
effect of a rate change on an enterprise. However, the Board 
believes that disclosing the aggregate transaction gain or loss 
may provide information about the effects of rate changes that 
is useful in evaluating and comparing reported results of 
operations.
142. Paragraph 31 requires an analysis of the separate 
component of equity in which translation adjustments, 
certain transaction gains and losses, and related tax effects 
are accumulated and reported. Generally accepted accounting 
principles presently require an analysis of changes in all 
equity accounts. Nevertheless, the Board has decided that it 
should specifically require an analysis of the separate 
component of equity disclosing the major changes in each 
period for which financial statements are presented. The 
analysis may be presented in a separate financial statement, 
in the notes to the financial statements, or as part of the 
statement of changes in equity. This separate component of 
equity might be titled “Equity Adjustment from Foreign 
Currency Translation” or given a similar title.
143. The Board considered whether an enterprise’s financial 
statements should be adjusted for a change in rate subsequent 
to the date of the financial statements. The Board concluded 
that financial statements should not be adjusted for such rate 
changes. However, disclosure of the rate change and the 
estimated effect on unsettled balances pertaining to foreign
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currency transactions, if  significant, may be necessary. If 
disclosed, the disclosure should include consideration of 
changes in unsettled transactions from the date of the 
financial statements to the date the rate changed. The Board 
recognizes that in some cases it may not be practicable to 
determine these changes; if so, that fact should be stated.
144. The Board considered a proposal for financial statement 
disclosure that would describe and possibly quantify the 
effects of rate changes on reported revenue and earnings. This 
type of disclosure might have included the mathematical 
effects of translating revenue and expenses at rates that are 
different from those used in a preceding period as well as the 
economic effects of rate changes, such as the effects on selling 
prices, sales volume, and cost structures. After considering 
information that it received on this matter, the Board has 
decided not to require disclosure of this type of information, 
primarily because of the wide variety of potential effects, the 
perceived difficulties of developing the information, and the 
impracticality of providing meaningful guidelines. However, 
the Board encourages management to supplement the 
disclosures required by this Statement with an analysis and 
discussion of the effects of rate changes on the reported results 
of operations. The purpose is to assist financial report users in 
understanding the broader economic implications of rate 
changes and to compare recent results with those of prior 
periods.
Effective Date and Transition
145. The Board considered and rejected both a completely 
prospective and a completely retroactive application of the 
accounting standards required by this Statement.
146. A completely prospective application was rejected 
because continued translation of previously acquired 
nonmonetary assets and related expenses at historical rates is 
inconsistent with the Board’s other decisions regarding 
foreign  currency translation. Regarding retroactive 
application, there are two possible effects resulting from the 
change to the accounting requirements of this Statement. 
Those effects are:
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a. An increase or decrease in the enterprise’s net assets 
resulting from translating all of a foreign entity’s assets 
and liabilities at the current exchange rate for that 
entity’s functional currency.
b. A reclassification between retained earnings and the new 
separate component of equity for cumulative translation 
adjustments so that retained earnings would equal an 
amount as if, since inception, translation adjustments had 
not been recognized in income and as if expenses related to 
nonmonetary items had not been translated at historical 
rates. (Such a reclassification between retained earnings 
and cumulative translation adjustments would have no 
effect on an enterprise’s net assets or the total amount of 
equity.)
The Board has decided that the effect on net assets (first 
possible effect listed above) should be reported as the opening 
balance of the separate component of equity for cumulative 
translation adjustments as of the beginning of the year for 
which this Statement is first applied. Reclassification of 
amounts between retained earnings and the separate 
component of equity (second possible effect listed above) 
would require recomputation of amounts for all prior years for 
which an enterprise had foreign investments. The Board has 
decided that the benefits of such a recomputation, even if 
possible, would not justify the cost and should not be required.
147. The Board recognizes that Statement 8 accounting 
exposure has been hedged by the management of some 
enterprises and that different management actions might 
have been taken if Statement 8 had not been in effect. 
Therefore, restatement of financial statements presented for 
fiscal years prior to the effective date of this Statement is not 
required. However, restatement is permitted and, if the prior 
fiscal year is not restated, disclosure of income before 
extraordinary items and net income for the prior year 
computed on a pro forma basis is permitted. If pro forma 
amounts are disclosed, such pro forma amounts should be 
computed in accordance with Opinion 20.
148. The Board’s decision that this Statement should be 
effective for fiscal years beginning on or after December 15,
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1982 is based on the belief that such an effective date will 
provide sufficient time for enterprises (a) to make any desired 
changes in financial policies that might be prompted by this 
Statement and (b) to prepare internally for the accounting 
requirements of this Statement. Enterprises that want to 
adopt the provisions of this Statement at an earlier date, 
however, are encouraged to do so. If adopted for a fiscal year 
ending on or before March 31, 1982, disclosure of the effect of 
adopting the new standard is required to provide 
comparability between those enterprises that do adopt and 
those that do not adopt the standard before the effective date. 
This disclosure is not required for fiscal years ending after 
March 31, 1982 because many enterprises will have
terminated some or all hedges of the previous Statement 8 
accounting exposure, thereby rendering any determination of 
the effect virtually impossible. Furthermore, the cost of 
requiring two systems of translation beyond early 1982 is not 
justified.
149. The Board is considering an amendment of Statement 33 
to provide information that is compatible with the functional 
currency approach to foreign currency translation. The Board 
believes that the transition provisions of this Statement 
provide appropriate flexib ility  to accommodate any 
amendment of Statement 33.
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Appendix D
BACKGROUND INFORMATION
150. The extensive currency realignments and the major 
revisions of the international monetary system in the early 
1970s, together with the existence in practice of several 
significantly different methods of accounting for the 
translation of foreign currency transactions and financial 
statements, highlighted the need to address foreign currency 
translation at that time. Statement 8, which was issued in 
October 1975 and was effective for fiscal years that began on 
or after January 1, 1976, established standards of financial 
accounting and reporting for foreign currency translation and 
eliminated the use of alternative methods.
151. Responding to a recommendation by the Structure 
Committee of the Financial Accounting Foundation that it 
experiment with a more formal postenactment review process, 
the Board issued in May 1978 an invitation for public 
comment on FASB Statements 1-12, each of which had been in 
effect for at least two years. More than 200 letters were 
received, and Statement 8 was the subject of most o f the 
comments received.
152. Respondents were nearly unanimous in their call for 
changes to Statement 8 but had conflicting views as to what 
those changes should be. Changes were suggested both in the 
method to be used in translating financial statements and in 
the method of disposition of the resulting translation 
adjustments and transaction gains and losses from foreign 
currency transactions. Most respondents who suggested 
changes in the translation method also suggested changes in 
the method of recognition of the resulting translation effects.
153. Respondents’ concerns with Statement 8 reflect the 
perception that the results of translation under that 
Statement frequently do not reflect the underlying economic 
reality of foreign operations. The perceived failure of 
accounting results to portray the underlying economic
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circumstances is underscored heavily in two respects: (a) the 
volatility of reported earnings and (b) the abnormality of 
financial results and relationships. The sources of both 
problems are attributed to the requirements for (a) current 
recognition of unrealized exchange adjustments and (b) that 
inventories and fixed assets are translated at historical rates 
under Statement 8, whereas debt is translated at current 
rates.
154. Many respondents believe that the exchange risk 
exposure on foreign currency debt is effectively hedged in 
many cases by the foreign currency revenue potential of 
operating assets, but that this hedge is not recognized in the 
Statement 8 translation process. One result is large and 
frequent fluctuations in reported earnings, which many 
believe misrepresent the real performance of a company and 
obscure operating trends. Another result is said to be erratic 
operating margins and irregular financial relationships that 
make operating performance difficult to interpret.
155. Recommendations regarding changes in the method of 
translation of foreign currency statements were that some or 
all nonmonetary assets (primarily inventories and, less 
frequently, fixed assets) should be translated at current 
exchange rates or that long-term debt should be translated at 
historical rates.
156. The most frequently made recommendations regarding 
changes to Statement 8 were for some form of deferral or 
nonrecognition of the exchange adjustments that result from 
its application. Some respondents stated that exchange rates 
are affected by rumor, politics, speculation, and other factors 
so that foreign currency exchange rates at any particular 
moment in time are temporary, and that changes over a 
relatively short time span are not likely to have a long-term 
effect on a company’s earnings or financial position. Those 
respondents believe that exchange adjustments resulting 
from transitory rate changes are subject to misinterpretation 
because short-term rate fluctuations are poor indicators of 
long-term trends. Moreover, many of those respondents 
indicated that exchange adjustments from translation of
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foreign currency statem ents have not been realized and often 
will never be realized in amounts approximating the amounts 
reported in financial statements as required by Statement 8.
157. In January 1979, after considering the FASB sta ffs  
analysis of the comment letters, the Board added to its agenda 
a project to reconsider Statement 8. In February 1979, a task 
force was appointed to advise the Board during its 
deliberations on this project. The task force is composed of 22 
members and observers from academe, the financial 
community, government, industry, and public accounting, as 
well as representatives from the International Accounting 
Standards Committee, the Accounting Standards Committee 
of the United Kingdom and Ireland, and the Canadian 
Institute of Chartered Accountants.
158. Subsequently, foreign currency translation was 
addressed at 18 public Board meetings and at 4 public task 
force meetings. In August 1980, the Board issued an Exposure 
Draft that set forth new proposals for foreign currency 
translation.
159. The Exposure Draft had a 3-month comment period, and 
more than 360 comment letters were received. The Board 
conducted a public hearing on the Exposure Draft in December 
1980, and 47 organizations and individuals presented their 
views at the 4-day hearing.
160. Between January and June 1981, foreign currency 
translation was addressed at four additional public Board 
meetings and one public task force meeting. The Board’s 
consideration of the issues resulted in modifications that the 
Board believed were significant in the aggregate. Accordingly, 
a revised Exposure Draft was issued on June 30, 1981.
161. The revised Exposure Draft had a 90-day comment 
period, and more than 260 comment letters were received. In 
October and November 1981, foreign currency translation was 
addressed at two additional public Board meetings and one 
public task force meeting. Consideration of the written
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comments resulted in further modifications as reflected in 
this Statement.
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Appendix E
GLOSSARY
162. This appendix defines terms that are essential to clear 
comprehension of this Statement. They are set in boldface  
type the first time they appear in this Statement.
Attribute
The quantifiable characteristic of an item that is 
measured for accounting purposes. For example, historical 
cost and current cost are attributes of an asset.
Conversion
The exchange of one currency for another.
Currency Swaps
An exchange between two enterprises of the currencies of 
two different countries pursuant to an agreement to 
reexchange the two currencies at the same rate of 
exchange at a specified future date.
Current Exchange Rate
The current exchange rate is the rate at which one unit of 
a currency can be exchanged for (converted into) another 
currency. For purposes of translation of financial 
statements referred to in this Statement, the current 
exchange rate is the rate as of the end of the period covered 
by the financial statements or as of the dates of 
recognition in those statements in the case of revenues, 
expenses, gains, and losses. The requirements for applying 
the current exchange rate for translating financial 
statements are set forth in paragraph 12. Further 
information regarding exchange rates is provided in 
paragraphs 26-28.
Discount or Premium on a Forward Contract
The foreign currency amount of the contract multiplied by 
the difference between the contracted forward rate and 
the spot rate at the date of inception of the contract.
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Enterprise
See Reporting Enterprise.
Entity
See Foreign Entity.
Foreign Currency
A currency other than the functional currency of the 
entity being referred to (for example, the dollar could be a 
foreign currency for a foreign entity). Composites of 
currencies, such as the Special Drawing Rights on the 
International Monetary Fund (SDRs), used to set prices or 
d en om in ate  am ounts of loans, etc ., have the  
characteristics of foreign currency for purposes of 
applying this Statement.
Foreign Currency Statements
Financial statements that employ as the unit of measure 
a functional currency that is not the reporting currency of 
the enterprise.
Foreign Currency Transactions
Transactions whose terms are denominated in a currency 
other than the entity’s functional currency. Foreign 
currency transactions arise when an enterprise (a) buys or 
sells on credit goods or services whose prices are 
denominated in foreign currency, (b) borrows or lends 
funds and the amounts payable or receivable are 
denominated in foreign currency, (c) is a party to an 
unperformed forward exchange contract, or (d) for other 
reasons, acquires or disposes of assets, or incurs or settles 
liabilities denominated in foreign currency.
Foreign Currency Translation
The process of expressing in the reporting currency of the 
enterprise those amounts that are denominated or 
measured in a different currency.
Foreign Entity
An operation (for example, subsidiary, division, branch, 
joint venture, etc.) whose financial statements (a) are
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prepared in a currency other than the reporting currency 
of the reporting enterprise and (b) are combined or 
consolidated with or accounted for on the equity basis in 
the financial statements of the reporting enterprise.
Forward Exchange Contract
An agreement to exchange at a specified future date 
currencies of different countries at a specified rate 
(forward rate).
Forward Rate
See Forward Exchange Contract.
Functional Currency
An entity’s functional currency is the currency of the 
primary economic environment in which the entity 
operates; normally, that is the currency of the 
environment in which an entity primarily generates and 
expends cash. (See Appendix A.)
Local Currency
The currency of a particular country being referred to. 
Reporting Currency
The currency in which an enterprise prepares its financial 
statements.
Reporting Enterprise
An entity or group whose financial statements are being 
referred to. In this Statement, those financial statements 
reflect (a) the financial statements of one or more foreign 
operations by combination, consolidation, or equity 
accounting; (b) foreign currency transactions; or (c) both 
of the foregoing.
Spot Rate
The exchange rate for immediate delivery of currencies 
exchanged.
Transaction Date
The date at which a transaction (for example, a sale or
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purchase of m erchandise or services) is recorded in 
accounting records in conform ity w ith  generally accepted  
accounting principles. A long-term com m itm ent may have 
more than one transaction date (for exam ple, the due date 
of each progress paym ent under a construction contract is 
an anticipated transaction date).
Transaction Gain or Loss
Transaction gains or losses result from a change in 
exchange rates betw een the functional currency and the  
currency in which a foreign currency transaction is 
denom inated. They represent an increase or decrease in (a) 
the actual functional currency cash flows realized upon 
settlem en t of foreign currency transactions and (b) the  
expected functional currency cash flows on unsettled  
foreign currency transactions.
Translation
See Foreign Currency Translation.
Translation Adjustments
Translation adjustm ents resu lt from the process of 
tra n s la t in g  financial statem ents from the en tity ’s 
functional currency into the reporting currency.
Unit of Measure
The currency in which assets, liab ilities, revenues, 
expenses, gains, and losses are measured.
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